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WEDNESDAY, MARCH 14, 1956 


House or ReerEsENTATIVES, SUBCOMMITTFE ON EXCISE 
Tax TecHNICAL AND ADMINISTRATIVE PROBLEMS, 
OF THE COMMITTEE ON WAyYs AND MEANS, 
Washington, D. C. 

The subcommittee met at 2 p. m., pursuant to call of the Chair, in 
hearing room 1301 of the House Office Building, Hon. Aime J. Forand 
(chairman of the subcommittee) presiding. 

Mr. Foranv. The subcommittee will come to order. 

The subcommittee has met this afternoon to hold open hearings on 
those matters pertaining to the alcohol and tobacco excise tax. Our 
first witness will be Dr. Smith, representing the Treasury Depart- 
ment. Dr. Smith, will you come forward? Following the usual pur- 
poses of the record, will you identify yourself ? 


STATEMENTS OF HON. DAN T. SMITH, SPECIAL ASSISTANT TO THE 
SECRETARY OF THE TREASURY IN CHARGE OF TAX POLICY; 
DWIGHT E. AVIS, DIRECTOR OF THE ALCOHOL AND TOBACCO 
TAX DIVISION OF THE INTERNAL REVENUE SERVICE; HAROLD 
SERR, ASSISTANT DIRECTOR; RICHARD RYAN, HEAD OF THE 
LABORATORY SECTION; ROBERT B. RITTER, HEAD OF THE 
ALCOHOL AND TOBACCO TAX DIVISION, OFFICE OF CHIEF 
COUNSEL, INTERNAL REVENUE SERVICE; AND JOHN COGGINS, 
SPECIAL ASSISTANT, ALCOHOL AND TOBACCO TAX LEGAL DIVI- 
SION 


Dr. Smirn. For the record, I am Dan T. Smith, special assistant 
to the Secretary of the Treasury in charge of tax policy. I have a 
brief statement, copies of which I believe have been distributed to you, 
Mr. Chairman, and with your permission I shall read it. 

Mr. Foranp. Will you proceed ¢ 

Dr. Smiru. The Treasury Department is pleased that your subcom- 
mittee has found it possible to consider the proposed revision of chap- 
ter 51 of the Internal Revenue Code which has been developed over 
the past 2 years by the Alcohol and Tobacco Tax Division of the Inter- 
nal Revenue Service on the basis of extensive discussions with various 
groups in the industries affected. The Department wholeheartedly 
approves the general objective of modernizing and simplifying the 
technical provisions of the law. It apparently will be possible to 
make changes that will be of mutual advantage to the Government 
and to the industries affected. 
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The proposals, even in a simplified version, are very detailed. The 
Treasury Department staffs have not yet fully examined all of the 
wording of the proposed revisions, and it is conceivable that we might 
have technical suggestions as our study of them continues. We pre- 
sume that your subcommittee or the full Ways and Means Committee, 
will wish to hold hearings on the proposed revisions in the course of 
developing any final legislation on the subject. In the course of such 
hearings information on controversial matters, if there are any such 
matters in the proposed revisions, would be presented. This would 
be of value to the Treasury Department as well as to the Congress. 

Consistent with the Department’s general policy regarding the 
maintenance of the revenues, the Department would consider untimely 
any proposed revisions involving revenue loss. I understand from 
Mr. Avis, Director of the Division of Alcohol and Tobacco Taxes, 
Internal Revenue Service, that the only change with a significant 
revenue loss is an extension of the allowance on bottling losses. It is 
estimated that the cost of this change would run from $314 to $5 mil- 
lion a year. 

The proposed revision has been modified from that presented to 
your subcommittee earlier to make this change effective only in the 
future, as part of a change from a stamp to a return system for tax 
payments. The Department would also consider untimely any other 
changes with appreciable revenue effects. 

Mr. Avis, I understand, will present to your subcommittee in such 
detail as is desired the substance of the proposed revisions. 

Mr. Foranp. Does that conclude your statement ? 

Dr. Smirn. Yes, that concludes my statement. 

Mr. Foranp. Are there any questions ? 

Mr. Hertone. There may be some questions later on. 

Mr. Foranp. We thank you for your presentation, Dr. Smith, and 
we assume you will be available later if there are any questions. 

Dr. Smiru. I shall stand by; yes, sir. 

Mr. Foranp. Mr. Avis, will you come forward, please. 

Following the usual custom, please identify yourself for the record. 

Mr. Avis. Mr. Chairman, my name is Dwight E. Avis, and I am 
the Director, Aleohol and Tobacco Tax Division, Internal Revenue 
Service. I have with me Mr. Ritter, the counsel of the Alcohol and 
Tobacco Tax Division, and Mr. Coggins, an attorney of the Chief 
Counsel’s Office, who has done practically all of the drafting, the 
actual drafting of the proposed revision of the distilled spirits pro- 
visions and such other provisions or amendments as we are suggesting 
to the tobacco and beer provisions of the code. 

I have a brief statement and with the committee’s permission, I shall 
read it. 

Mr. Foranp. You may proceed, sir. 

Mr. Avis. Mr. Chairman, at the hearings in October I presented 
to the committee on behalf of the Department a working draft of a 
revision of chapter 51, and certain parts of chapters 52 and 53 of the 
Internal Revenue Code, and outlined generally the Internal Revenue 
Service’s program to revise and modernize the liquor and tobacco 
control system including the accomplishments to date. 

The working draft presented had primarily to do with a revision 
of the distilled spirits provisions of the code and was submitted in 
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accordance with the direction of the Committee on Ways and Means 
as contained in its report on H. R. 8800, House Report No. 1337, 83d 
Congress, 2d session, page 95. 

It has long been evident to both Government and industry that the 
distilled-spirits laws should be modernized to provide a more efficient 
system of regulatory control and to permit industry to take advantage 
of technological developments. 

The proposals which we would like to discuss with you would pro- 
vide for an integrated and uniformly applicable body of law by 
means of which Government control and supervision of the distilled- 
spirits industry can be currently improved and adjusted to meet 
modern business conditions, and industry would be administratively 
granted such freedoms from operational restrictions as are consistent 
with its willingness to assume responsibility for proper conduct of its 
activities and as are consistent with adequate protection to the revenue. 

Basically, the plan involves a single distilled-spirits plant in lieu of 
the existing nine separate types of plants. Both industry and Govern- 
ment would benefit from this plan. The primary benefits would be 
(1) uniform requirements for the qualification and operation of all 
distilled-spirits plants, (2) industry opportunity for progressive im- 
provements through continuing modernization of facilities and opera- 
tions, for the utmost latitude in the consolidation of activities, and for 
flexibility in the use of plant facilities, (3) more effective administra- 
tion of the law as new methods of control and supervision are de- 
veloped, (4) reasonable allowance for losses of distilled spirits after 
tax determination which are incurred during transportation, process- 
ing, and bottling, and (5) availability of industries’ facilities for na- 
tional emergency purposes at all times. 

Mr. Mason. Could we interrupt for an explanation ? 

Mr. Foranp. If Mr. Avis has no objection. 

Mr. Avis. I have no objection. 

Mr. Mason. I would like to know what you mean by “plant”? You 
say, “Basically the plan involves a single distilled-spirits plant.” 

Mr. Avis. That is 1 plant instead of the 9 that are under existing 
law and regulations. 

Mr. Mason. What are these plants. Are they plants to manufac- 
ture ? 

Mr. Avis. To produce distilled spirits, both beverage and industrial. 

Mr. Mason. Allright, Mr. Chairman. 

Mr. Foranp. Mr. Avis, I understand some of the members are not 
quite clear on that. Will you explain what a plant is for the purposes 
of the record ? 

Mr. Avis. At the present time we have whisky distilleries, fruit 
distilleries, and industrial alcohol plants. 

Mr. Mason. Do you mean the Government or your Department has 
these plants and they are not private plants ? 

Mr. Avis. Not at all, no, Mr. Congressman. These are privately 
owned, as to which the Government exercises supervision from the 
point of view of regulation and tax purposes. 

Mr. Mason. Thank you. 

Mr. Stmpson. Are there 9 different kinds, or 9 different companies? 

Mr. Avis. Different types, Mr. Simpson. 

Mr. Srwpson. All right. 
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Mr. Avis. I might say, that on page 5 of the highlighting explana- 
tion in the book which we have presented to you we show the present 
type of plants. They are charted there, along with the proposed types 
under the revision. 

It is significant that agreement has been reached by the Alcohol and 
Tobacco Tax Division and the various seaments of the distilled-spirits 
industry on these proposals. As I indicated i in my original statement 
to you, there are certain controversial issues which i involve such com- 
plex administrative problems, and have such serious competitive and 
economic ramifications within the industries affected, that no mutually 
satisfactory solution was possible. In these areas, changes in law are 
not recommended in this revision although we are prepared to discuss 
the issues involved with the committee. It is the Department’s posi- 
tion that the resolution of any one or all of these controversial issues 
should not be permitted to jeopardize action on the general revision 
proposed. 

The proposed revision will have only a slight effect upon the revenue, 
with no adverse results at this time. ‘The few changes affecting reve- 
nues are incidental to the proposed modernization of the statutes and 
are merely intended to achieve greater uniformity with other taxes. 

Briefly, the proposals affecting revenue would (a) make slight ad- 
justments in special occupational tax rates, (b) change the due date of 
special occupational taxes for liquors, (c) provide allowance for 
losses incident to the processing and bottling of distilled spirits, (d) 
permit a slight lag in the time for paying the distilled-spirits excise tax 
for those bottlers who must transport liquors withdrawn from bond, 
and (e) permit nominal amounts of taxpaid beer, and unmarketable 
wine to be withdrawn from the market. 

The adjustments in the special tax rates are proposed because of the 
change in definitions of wholesale and retail dealers. These changes 
would bring the internal revenue laws into uniformity with the Federal 
Alcohol Administration Act as well as with State laws. The special 
tax rates are adiusted so that the changes in rates brought about by 
the changes in definitions will not involve any loss in revenue from oc- 
cupational taxes. It is estimated that these changes will increase col- 
lections by approximately $500,000 annually. 

The due date for special taxes involving liquors would be moved for- 
ward from the end of the month in which liability begins to the time 
when such liability is incurred. This change is proposed so as to make 
the due date similar to other special taxes. While this change will not 
affect the amount of collections it will move the time of collection for- 
ward. It is accordingly estimated that receipts during the first year of 
operation by virtue of these proposed changes would be increased by 
from 10 to 12 million dollars. 

The only revenue concession to industry involving excises is found 
in the proposal to allow the bottler to pay the tax on distilled spirits 
withdrawn from bond and to allow a credit or refund for processing 
and bottling losses. The proposal would allow bottlers to claim a credit 
or refund for processing and bottling ,osses. based unon historical 
data concerning actual losses in each plant. This provision would re- 
sult in credits or refunds amounting to 314 to 5 million dollars per 
year. The iustification for such allowance is based unon the desir- 
ability of eliminating inequities between distilled spirits bottled in 
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bond and distilled spirits bottled after determination of the tax, which 
have existed for years and which have become more pronounced with 
increases 1n tax rates. 

_ Inorder to place all bottlers on the same basis, it is proposed that the 
time for paying the excise tax is to be computed from the time of 
receipt at the bottling premises rather than from the date of removal 
from warehouse bond. This will not result in any loss in revenue 
but will involve a small lag in revenue receipts, not amounting to more 
than $220,000. This latter provision is designed to equalize the posi- 
tion of the small bottler with the large integrated producers insofar 
as time of payment is concerned. 

The two proposals to provide for processing and bottling losses and 
the allowance of a timelag to cover transportation from the warehouse 
to the bottler would be operative only in the event a return system were 
adopted. 

Since the hearing in October, the differences which then existed 
between the United States Brewers Foundation and the Alcohol and 
Tobacco Tax Division concerning legislative proposals have been 
resolved and agreement reached on proposals for a further revision 
of the beer provisions. The principal changes with respect to beer 
involve a modification of the point of tax determination and an exten- 
sion of the privilege of withdrawing beer from the market. for credit 
or refund. The determination of tax is simplified for beer removed 
for local delivery, thus conforming records kept for tax purposes with 
the regular commercial records maintained by the brewer. Existing 
law limits credits or refunds for beer withdrawn from the market, 
to beer title to which has not passed from the brewer. It is proposed 
to eliminate this restriction and thus make the provisions of the beer 
law comparable with tobacco. Minor changes are also being proposed 
for wine. 

In concluding my discussion of alcohol and tobacco tax proposals, 
I should point out that the draft which we are prepared to discuss 
today differs in some respects with the working draft which was pre- 
sented to you at the October hearings. Certain minor changes have 
been made to improve the working draft previously submitted and 
copies of the revised draft have been furnished you. 

A detailed technical memorandum of more than 200 pages, making 
a section-by-section comparison of the legislative proposals with the 
1954 code and explaining the changes proposed and reasons therefor, 
has been prepared to facilitate detailed discussion of the proposals. 
We are ready to make such further explanation of these proposals as 
you may desire. 

Now, Mr. Chairman, we have a highlighting memorandum, and in 
fact, it was introduced in the record at the October hearing. Mr. 
Coggins, you will recall, just barely started to explain the provisions 
from the standpoint of highlighting them. Now, this technical memo- 
randum which we referred to has since been prepared, and it is more 
than 200 pages, and I imagine it »would take 2 or 3 days of the com- 

mittee’s time for us to make a section by section analysis, relating it 
to the sections in the 1954 code. 

We will proceed on whatever basis the committee desires. 

Mr. Foranp. First of all, that concludes your prepared statement, 
does it not? 

Mr. Avis. It does, sir. 
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Mr. Foranp. Have the members any questions ? 

_Mr. Mason. I have just one question. Mr. Avis, this proposed re- 
vision that you are presenting to us covers only the agreed changes 
as between your department and the industries, and does not cover or 
contain any of the controversial matters that you have not been able to 
agree upon, is that correct ? 

Mr. Avis. That is correct. 

Mr. Mason. Is that right? 

Mr. Avis. That is right; yes, sir. 

Mr. Mason. That is all, Mr. Chairman. 

Mr. Srwpson. Mr. Avis, you indicate a willingness to discuss those 
areas where there is controversy, so the committee may determine 
whether it wishes to include any of them? 

Mr. Avis. Yes, sir. 

Mr. Srwpson. Do you have a listing of those controversial areas 
which you can make available to us? 

Mr. Avis. Yes. We furnished in one of the binders that you have, 
a memorandum headed “Controversial areas.” Now, we suggested at 
the October hearing that perhaps the committee might care to discuss 
those in executive session. However, that is certainly a matter for 
the committee’s determination. 

Mr. Stwvson. Thank you very much. 

Mr. Krogu. Pursuing Mr. Simpson’s questions about the contro- 
versial areas, has this binder been turned over to the Treasury De- 
partment ? 

Mr. Avis. Yes,sir. The memorandum in the binder. 

Mr. Kroon. I am not calling for the answer now, but I wonder if 
Dr. Smith would be prepared to answer at this point in the record 
the question as to whether the Treasury Department has any sug- 
gestions or further controversial areas than those listed here ? 

Dr. Smiru. We are not aware of any additional controversial areas, 
Mr. Keogh. 

Mr. Keoasr. Does your lack of awareness mean that we can assume 
that there is none? 

Dr. Smrru. I like to think so, but I cannot guarantee that fact, Mr. 
Keogh. We have heard a good many things from a good many people 
in the industries on a good many controversial things. I think our 
census is complete but I cannot guarantee it. 

Mr. Kroon. As far as you can, you will? 

Dr. Saarx. I will and I do. 

Mr. Stupson. My second thought, Mr. Avis, is this: I do not know 
what these controversial areas are, but I assume they include some 
areas in which you undertake to reenact existing laws. 

Mr. Avis. That is correct; yes, sir. 

Mr. Sruprson. 1 would suggest that such action on our part, after 
recognizing the controversy, indicates a willingness to resolve the con- 
troversy in favor of the existing law, and we do not solve anything 
by doing that. 

Mr. Avis. Well, of course we have attempted to exclude, insofar as 
possible, the controversial areas. I must say that in at least one in- 
stance and possibly more we are reenacting existing provisions which 
are the subject of controversy. 

Mr. Stmpeson. You agree with me that that does give a legislative 


implication that we favor the reenacted position. We would not do 
it, if it did not. 
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Mr. Avis. Well, I think that is a fair deduction, Mr. Congressman. 

Mr. Srmpson. As you have kindly pointed out, there are these areas 
and you are prepared to discuss them, and so the committee, if we do 
consider them, must resolve them one way or the other. 

Mr. Avis. Well, yes. Any general code revision would involve that. 

Mr. Krocn. I understand that Mr. Herlong has another engage- 
ment, and I would be perfectly willing to let him go ahead. 

Mr. Hertonc. What would be your feeling with reference to a 
change only in the tobacco tax return system, without doing the same 
for hquor¢ Several of us have some ideas about it. We know it is 
going to cost money because of the time lag. I believe there is a pro- 
posal calling for a 2-week lag in the first year, and then a month lag 
in the next year. The purpose of this proposal would be to make the 
transition to a monthly return system in steps and the entire month 
lag would not occur in any 1 fiscal year. Would you like to comment 
on that? 

Mr. Avis. I think Dr. Smith could perhaps answer that. 

Dr. Smiru. In the conversations I have had with representatives of 
both industries, or really more than two industries, all of the ones 
concerned, in both liquor and tobacco, with reference to the change- 
over to the return system, I have said, and I have said to this commit- 
tee in earlier hearings, that it seems to us only equitable that when 
anything is done for one, it should be done for the others. We have 
had differing but significant arguments presented from all of the 
industries concerned with reference to the advantages and desira- 
bility from their standpoint of having the return system. 

If the Congress chose to make a distinction that would obviously be 
a matter that we would administer in good spirit. However, we would 
not suggest on the basis of the information we have recommended, any 
distinction in the treatment. 

Mr. Hertone. You now have authority to permit the changeover 
to the return system for cigars, do you not ¢ 

Dr. Smiru. We have the permission, yes, sir. That is for all liquor 
and tobacco, 

Mr. Hertone. However, you have exercised it only so far as cigars 
are concerned and that is a daily return system. 

Dr. Smiru. We have thus far exercised it only for beer and wine, 
on a daily return system, and we have indicated that we would try 
to work out a system, and Mr. Avis is in the process of trying to wor 
it out for cigars, a daily return system. 

Mr. Hertone. As a matter of fact, all it does is give them a little 
more leeway in their marketing; they still have to pay the taxes 
from day to day. 

Dr. Smrru. That is correct, and that is the reason we felt we could 
stand it. That is exactly right, Mr. Herlong. 

Mr. Hertone. Thank you. 

Mr. Foranp. Are there any further questions? 

T have a question right now, Mr. Avis. Do you recall that when you 
appeared before the committee in October, I made some mention of the 
provisions of the Forand bill that had been put into effect and there 
were still others that you said you hoped to put into effect by the first 
of January? What isthe status of that situation ? 

Mr. Avis. So far as the regulations are concerned, we have recon- 
ciled all of our differences with the associations, and the regulations 
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are now in the process of being reviewed. They should be published 
as a proposed rulemaking in the Federal Register within a reasonable 
time. 

Mr. Foranp. That will encompass all of those not previously put 
into effect ? 

Mr. Avis. Yes, it does. 

Mr. Foranp. Thank you very much. 

Mr. Krogu. I have a memorandum that has just been handed to me, 
Mr. Avis, about this business of creating the rebuttable presumption of 
guilt by reason of being near premises where illicit activities are going 
on. Do you recommend that provision ? 

Mr. Avis. Yes, we do, sir. 

Mr. Foranp. Notwithstanding that that would seem to shift the 
burden from the Government to the defendant in a criminal case ¢ 

Mr. Avis. Do you want to discuss that, Mr. Ritter? Our counsel 
is very familiar with that. 

Mr. Rrrrer. We do not think, Mr. Congressman that it shifts the 
burden at all. 

Mr. Foranp. Could you speak louder, please ? 

Mr. Rrrrer. We do not believe it shifts the burden. It shifts the 
responsibility for going ahead in the trial. In other words, we resort 
to a presumption as a means of supplying what is self-evident in the 
way of evidence. This is nothing new in the law, and we have it in 
various provisions of the law. We have it in the Fire Arms Act, and 
the Narcotics Act. and other provisions of the law. 

Mr. Krocu. With respect to those, are they not violations of acts 
making possession a crime ? 

Mr. Rirrer. Some of them are. The courts have upheld these pre- 
sumptions where the thing that you are going to presume has a reason- 
able connection with the facts presented. In other words, if you find 
a man standing alongside of a distillery, we think that the burden of 
proof is on him to show why heisthere. There are things of that kind, 
which it seems to us, to be perfectly reasonable. This is a matter of 
policy, of course, but it would facilitate enforcement of these laws. 

In many cases people are right in the middle of these activities and, 
yet, if we have to prove by the final bit of evidence guilty knowledge, 
we have difficulty. 

Mr. Kroen. I did not raise a point to argue the merits with you. I 
simply wanted to make certain that you had considered this. 

Mr. Rirrer. We have given this a great deal of thought. Asa mat- 
ter of fact the present proposals are a revision of what was presented 
in the 1954 code, and then withdrawn at that time for further con- 
sideration. We have given that a lot of thought, and we think that we 
are on the right track here. 

Mr. Kroen. Thank vou very much. 

T would like to ask Commissioner Avis, out of your long experience, 
have you come to anv opinion as to whether the more rigid regulations 
are. and the more inflexible the law is, the more burdensome complying 
with the law becomes for those who want to comply with the law? 

Mr. Avis. That is true. 

Mr. Krocu. And the lawbreaker is not concerned too much with 
how stringent the regulations are? 

Mr. Avis. I would say that is my conclusion, yes, sir. 
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Mr. Kroc. Now, can you tell the committee, then, whether in the 
revision of these chapters you have borne that experience in mind / 

Mr. Avis. We certainly have, yes, sir. 

Mr. Krocu. And, have you undertaken to be as reasonable with 
respect to those whom you know to be companies or individuals, who 
are anxious always to comply with the law and not to break it ? 

Mr. Avis. That is the great majority of the taxpayers which we 
supervise, and they are, yes, sir. 

Mr. Keocu. As a matter of fact, you will agree with me, will you 
not. that your function is principally to protect the revenues ? 

Mr. Avis. That is correct, yes, sir. 

Mr. Krosn. And, therefore, your policing responsibilities should be 
kept to a minimum, so long as the revenues are not endangered ? 

r. Avis. Yes, they should be directed primarily to the revenue 
considerations, ves. 

Mr. Keroeu. And that, too, is the objective of the Federal Alcohol 
Administration Act, also? 

Mr. Avis. That is a consumer statute, Mr. Congressman, and there, 
of course, we do direct our activity to other than the revenue aspects. 
However, we might say that in an endeavor to determine whether or 
not the changes that have taken place since repeal would necessitate 
any change in that act, we did ask a committee of liquor adminis- 
trators, made up from the license and monopoly states, to study the 
relationship generally between Federal and State liquor laws, with 
particular application to the trade practice provisions and the con- 
sumer protection aspects that are imbodied not only in the Federal 
Alcohol Administration laws, but in the State laws. 

Mr. Krocu. Did they cooperate with you ? 

Mr. Avis. They have, but no report has yet been rendered. 

Mr. cannes So that their recommendations are not incorporated 
in this? 

Mr. Avis. They are not, no, sir. This relates entirely to the In- 
ternal Revenue Code. 

Mr. Foranp. Does that conclude your questioning, Mr. Keogh? 

Mr. Keroen. It concludes the questions that I have now. I hope we 
might have some opportunity at some future time to ask any questions 
that may suggest themselves tous. It is quite obvious that it is difficult 
for us to know what this involves. 

Mr. Jenxtns. I have had a matter called to my attention concern- 
ing the tax on alcohol used in pathological laboratories. Will you 
please indicate whether or not there would be any difficult administra- 
tive problems in exempting such alcohol ? 

Mr. Avis. I am going to ask Mr. Coggins to comment on that. 

Mr. Cocerns. I am not quite sure from the question which you ad- 
dressed, just exactly what you mean by pathological laboratories. 
There is now under the statute provisions for the use, free of tax, of 
alcohol in hospitals, that is for laboratory purposes in hospitals and 
for certain other uses, in colleges and so on. In this particular draft, 
we are proposing to broaden certain of those uses consistent with the 
purposes which are now granted. For instance, at the present time, a 
hospital cannot make tests or analyses except with respect to the 
patients in their hospital. 

They cannot take outside doctor’s tests and analyses and conduct 
those with alcohol withdrawn free of tax. We felt that that is an un- 
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necessary restriction. Also, with respect to blood banks, they have 
not fallen within the strict terms of the statute and we propose here 
to extend the tax-free use with respect to functions of blood banks. 
So, certain of these functions with respect to that type of tax-free use 
are broadened, but I am not quite sure what the exact cricumstances 
of your inquiry is. 

Mr. Mason. May I make that specific? To be specific, assume 3 or 
4 hospitals go together and they have a pathological laboratory setup 
to serve the 3 or 4 hospitals, and it is not on the grounds of the hospital. 
It does not bear directly, then, upon the patients, and those pathologi- 
cal laboratories have had to pay a tax. Congressman Jenkins wants 
to know whether in the broadening of your rules and regulations you 
would consider that those pathological laboratories serving the hospi- 
tals would be tax free? I think that is the subject of the question. 

Mr. Cocerns. I might point out, Congressman, that these labora- 
tories can get special denatured alcohol with certain denaturing put 
into it which protects against diversion, but which in general is suit- 
able to the purposes of these institutions. They do now get that; is 
that not right? They do get tax-free alcohol which has been especially 
denatured. That is in contrast to pure alcohol which is in more 
restrictive use. 

I might read the proposed section of the law here on that, which 
deals with this type of use. 

This provides for the withdrawal free of tax of pure alcohol: 

It is provided for the use of the United States or any governmental agency 
thereof, such as high schools, laboratories, and that type of function, free of tax 
for nonbeverage purposes and not for sale for the use of any scientific university 
or college of learning, or for any laboratory for use exclusively in scientific 
research. 

If they are going to use it for that, any laboratory can receive it, 
or for any hospital use, blood bank, or sanitarium, including use in 
the making of any analyses or tests at such hospital, blood bank, or 
sanitarium, for the use of any clinic operated for charity and not for 
profit, including use in the compounding of bona fide medicines for 
treatment outside of such clinics or patients thereof. 

So, actually, the laboratory which you are speaking of, if it were an 
outside laboratory, and it was not conducting scientific research, 
would not be entitled to that exemption. 

Mr. Jenxrns. I see there that you have developed a very fair atti- 
tude toward these laboratories. I wonder whether or not you would 
include for all practical purposes all of the laboratories that you know 
about. 

Mr. Cocerns. The laboratory which the Congressman mentioned, 
commercial laboratories, are not within this exemption for the use of 
pure alcohol. They can received special denatured alcohol which can 
serve 99 percent of their purposes for the use of alcohol. Mr. Ryan is 
the Chief of the Laboratory Division, who approves all of these types 
of especially denatured formulas, and perhaps he would have a little 
more detailed information on that. 1 

Mr. Jenkins. The people that are asking me this question are law- 
abiding people, and apparently the law has not applied to them. Now, 
if the changes that you have suggested are such that the law is broader 
in scope it might be that these changes that you are suggesting will 
include them. You have been very fair in making your suggestions. 
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Mr. Cocerns. If it were on the hospital premises, it could be a 
laboratory for all of the hospitals within the city. Under present law 
they could not do that. To a substantial purpose, this could be accom. 
plished if it were situated on the hospital premises. 

Mr. Jenkins. Well, with respect to the changes that you recommend 
I have no doubt your organization is on its toes and knows what is 
going on as well as anybody else. 

Mr. Cocerns. We have had several communications, particularly 
from blood banks and from certain laboratories, particularly with re- 
lation to the ones who wanted to have the functions performed at the 
hospital with respect to analyses for other laboratories. 

Mr. Jenkins. I know that the idea is to have a provision for the 
benefit of the public and not for the benefit of anybody who is boot- 
legging or doing anything like that. ; 

Mr. Coaerns. One of the distinctions is that commercial laboratories 
charge for these services, and in general they pay for the alcohol. 
These other functions have in general been limited primarily to more 
of a service-type function in connection with medical research or 
analysis. 

a JENKINS. My good colleague here has something more specific 
on that. 

Mr. Mason. I have a letter from A. C. True, acting regional com- 
missioner, dated February 17, 1956, on this same subject, directed to 
the Detmer Hospital, on the alcohol tax liability of the pathological 
laboratories, and it bears exactly on this. 

Mr. Cocerns. That is a hospital; is it not? That is a laboratory 
connected with the hospital. 

Mr. Mason. That serves several hospitals. 

Mr. Cocerns. If that laboratory is in the hospital, as I think the 
letter there indicates, then it would come within the terms of this 
proposed revision. 

Mr. Mason. But if it is outside of the hospital grounds, and serves 
3 or 4 different hospitals, why should that make any difference? 

Mr. Cocerns. If that is strictly a commercial laboratory, this pro- 
vision as in the past has not extended to that particular type of 
activity. 

Mr. Mason. This is a quotation, saying, of course, that they are not 
under the present law. They cannot have tax-free alcohol. That is 
what this says. However, what we are interested in is whether this 
pathological laboratory in the future, under our revised code, might 
be eligible for tax-free alcohol. 

Mr. Coaerns. It would only if it were located on hospital premises 
and then it could serve various hospitals; but at the present draft it 
isnot. We would be glad to consider that change. 

Mr. Mason. I think that is all. 

Mr. Srupson. Why is it that when we allow a drawback to any 
food manufacturer, we won't allow it to all hospitals? 

Mr. Cocerns. We do allow all hospitals. 

Mr. Mason. Now, let us not mince words. This is a group who do 
hospital work for a lot of different other hospitals, and we are talk- 
ing about them. They are privately owned, but a privately owned 
food manufacturer is allowed a drawback; is he not ? 

Mr. Cogarns. Yes. 
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Mr. Stupson. Why is not a privately operated clinic included, 
when the health of the people is involved ¢ 

Mr. Cocerns. He has available tax-free specially denatured alcohol 
which he pays no tax on. 

Mr. Simpson. But I am not talking about that, 1 am talking about 
the other kind. 

Mr. Coceins. The answer is that in the past the Congress has just 
provided for clinics. 
Mr. Simpson. Would you have any objection to our broadening 
that ¢ 

Mr. Cocerns. We certainly would be glad to consider that proposal, 
and we have substantially relaxed our proposal. 

Mr. Simpson. Why not go the whole way ¢ 

Mr. Coceins. There are a lot of other areas that are borderline 
in that field. For instance, there were so many of these small areas 
like industrial stations and individual doctor’s offices. We did not 
desire to get into the situation of furnishing what might be called an 
individual laboratory for a doctor because you can see there might ) 
be hundreds of thousands of situations if we made provision for an 
individual doctor. If he claimed he had a laboratory we might have ) 
an endless administrative question. This type of alcohol is all with- . 
drawn under permit and bond so that if each doctor had a laboratory ) 
that would be a difficult problem. 

Now the question that the Congressman asked about the laboratory 
which was in fact a substantial laboratory doing work for various . 
hospitals, presents a different type of problem than would be pre- 
sented if we were faced with each doctor classifying himself as a 
laboratory. 

Mr. Simpson. I do not see the real distinction either. 

Mr. Avis. We will take another look at that. 
Mr. Simeson. It goes to the patient and why not relieve the patient 





of it by exempting the individual doctor, or giving you a drawback on 
alcohol which he uses ? 

Mr. Cocerns. The only question is that there would be an impos- 
sibility of administration, because there are hundreds of thousands 
of doctors, and if each one had to have a permit, it would be a tre- 
mendous administrative problem. 

Mr. Mason. Would it be an impossible thing in carrying it on if 
there were certain laboratories, pathological laboratories, serving 10 
hospitals, and it was established for that, and a private pathological 
laboratory? Would it be difficult to administer that / 

Mr. Coeerns. I think the Congressman has a very good point, and 
I think for the type of activity which he is talking about, we would 
be perfectly glad to revise the draft to cover that particular type of 
situation. 

Mr. Mason. I am not interested in the laboratory to serve one single 
Doctor. You might have hundreds of thousands of them. 

Mr. Cocerns. That is the problem which we had. However, for 
the type of laboratory that you are talking about, I think we could 
revise the draft and it would present no particular administrative 
problems. | 

Mr. Jenkins. I think it can be worked out, because the people I am | 
trying to speak for are not in the bootlegging business, and they 
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simply want to render services to the public, and they do not have a 
great big hospital. 

Mr. Cocerns. I think you can see the difficulties of dealing with an 
individual doctor. 

Mr. Jenkrns. I think you are thoroughly familiar with this, and 
much more familiar than we are, and I am glad that you have indi- 
cated a willingness to look at it. 

Mr. Cocarns. We agree that we would be willing to consider that 
change and we are favorable to it. 

Mr. Foranp. Let me see if I can understand that clearly. Do I un- 
derstand that you men are willing to consider that, even though this 
pathological laboratory is not on hospital grounds, if it is serving 
hospitals, you will take that into consideration / 

Mr. Cocetns. That would give us a distinction in which we could 
say we did not need to deal with every individual doctor. 

Mr. Avis. To that extent; yes. 

Mr. Foranp. That clears up that point. Now, before I forget it, Mr. 
Avis, you have mentioned the fact that this new draft is a revision 
of the draft that you presented to us before; is that correct ? 

Mr. Avis. In October; yes, sir. 

Mr. Foranp. In order to save us some money in the printing, 
would you prepare a document showing the changes that have been 
made so that we will not have to have a full reprinting of the original 
draft ¢ 

Mr. Avis. There has been no printing. 

Mr. Foranp. It has been printed in our hearing; has it not? 

Mr. Cocatns. The only thing printed in the hearing was the general 
explanation. Now, we have available in your book the changes which 
have been made in the general explanation, we have a capieaaa to 
that showing the wine and beer changes, and the general explanations 
which we had are still correct. 

Mr. Foranp. In these folders? 

Mr. Avis. Yes; and that is the reason that we furnished them, so 
you would have an up-to-date draft of it with all changes. 

Mr. Foranp. I am trying to practice economy. 

Mr. Coaerns. Insofar as it goes, as it appears in the hearings, it is 
still correct. 

Mr. Foranp. There has been some mention made of the controver- 
sial points, and one of them I believe was intended to be the bonding 
period. I am offering now for the record, without objection, a tele- 
gram received by the chairman on that subject. Then, I have a copy 
of the Journal of Commerce of March 8, 1956, carrying a story that 
there seems to have been some agreement as to the revision of the code 
among the industry, I understand, dealing with that particular sub- 
ject. Have you been made aware of any agreement in the industry 
on that bonding question ¢ 

Mr. Avis. No, sir; I think that the clipping or article that you 
referred to has to do with a supplementary tax proposal; does it not? 
Is that the article that has to do with the supplementary tax pro- 
posal ? 

Mr. Foranp. It does. It is intended to break the deadlock. 

Mr. Avis. That is right. There has been some discussion of that, 
but no agreement. 


58693—56—pt. 3-—2 








14 EXCISE TAX TECHNICAL AND ADMINISTRATIVE PROBLEMS 


Mr. Foranp. As far as you know, there has been no agreement ? 
Mr. Avis. No. 

Mr. Suwpson. No agreement between whom ? 

Mr. Foranp. Within the industry. 

Mr. Avis. That is right. 

(The documents are as follow :) 


[Telegram] 


WASHINGTON, D. C., March 13, 1956. 
Hon. AIME J. FoRAND, 
Chairman, Subcommittee Excise Tax and Technical Administration Prob- 
lems, House Office Building, Washington, D. C.: 


The proposed bill for amendment of subtitle E of the Internal Revenue Code of 
1954 in its present form is of itself wholly controversial. Any consideration of 
same should and must take into account that said proposal would freeze the 
1894 force-out provision contained in the law which acts as a nutcracker destroy- 
ing United States Distilling Co. values and Treasury revenues, and further 
concentrating the United States business in the hands of foreign-owned and 
dominated companies, principally Canadian. We urge you to take under oath 
the testimony of all companies in the industry concerned to find out what is 
behind the long-time scheming tactics of certain foreign firms doing business 
through wholly owned subsidiaries within our shores. 

We understand that on Wednesday next, March 14, 1956, Mr. Avis, Director of 
the Alcohol and Tobacco Tax Division of the Internal Revenue Service, will pre- 
sent to your subcommittee certain provisions for revision of the Internal Revenue 
Code relating to distilled spirits. We understand further that the proposals 
which Mr. Avis will present to the committee will include reenactment of the 
so-called force-out law requiring tax payment of distilled spirits 8 years from 
their entry into bond. 

On October 18, 1955, we filed with your committee a statement in which we 
respectfully suggested that your committee recommend to the Ways and Means 
Committee, when the proper time comes, that it move first on the Eberharter 
bill (which eliminates the force-out law) and that it “permit nothing to confuse 
or delay consideration and favorable action” on the Eberharter bill. 

We respectfully restate and reassert as still true what we set forth in that letter 
which appears in the printed record of the hearings of last October on pages 
495-497. 

A letter filed October 21, 1955, by Howard T. Jones, executive secretary of the 
Distilled Spirits Institute, states that hearings on the Eberharter bill “indicated 
a sharp division of opinion within the industry on what, if any, change is justified 
in the present law as it related to the bonded period.” 

We feel it is our duty to call to the attention of your committee that since 
the date of the statement filed by Mr. Jones most, if not all, members of the 
industry, as well as several State governments, have filed claims with the 
Treasury Department for refund of certain excises paid on distilled spirits. 
The basis of these claims, in brief, is that the 8-year bonded period—the force- 
out law—infects and renders unconstitutional the collection of certain excise 
taxes. 

Each of these refund claims, signed by the claimant or an officer of the claim- 
ant, carries the following statement : 

“T declare under the penalties of perjury that this claim (including any accom- 
panying schedules and statements) has been examined by me and to the best 
of my knowledge and belief is true and correct.” 

The Treasury exposure on these claims—which are continuing and which 
carry interest—runs to well over one billion dollars, to the best of our belief. 
Naturally we do not have precise information as to the names of the claimants 
nor as to the amounts of the claims since these are matters which are within 
the confidential knowledge of the Treasury Department. 

The Distilled Spirits Institute’s letter in effect advocates the renactment of 
the 8-year bonded limitation and advocates that the matter of the bonded period 
limitation be deferred for separate consideration because of a divided industry. 

Subsequent to the filing of that letter, however— 

A. Inividual members of the Distilled Spirits Institute have placed the 
8-year limitation under attack in the claims referred to. 





EXCISE TAX TECHNICAL AND ADMINISTRATIVE PROBLEMS 15 


B. The Distilled Spirits Institute has publicly circulated a proposal for 
modification of the existing force-out law. 

So much for the position of the Distilled Spirits Institute. 

As to the position of the Treasury—we understand the Treasury position to 
be that it has no interest from a revenue standpoint or enforcement standpoint 
in continuing the 8-year limitation. The Treasury is merely taking the position 
that the industry should resolve its differences on the form and content of the 
legislation which would repeal the 8-year limitation. The industry, as above 
indicated, is on record under oath that it deems the 8-year limitation unconsti- 
tutional and that its presence in the tax law subjects the Treasury to substantial 
and continuing claims for refund on taxes paid. 

We feel it would be most inappropriate for this committee to advocate reen- 
actment of the 8-year bonded limitation under the circumstances stated on the 
fallacious basis that the question should be deemed beyond the reach of legisla- 
tive action until it ceases to be “controversial.” 

If the matter of the 8-year bonded period is controversial, then the whole 
matter of the revision of the Internal Revenue Code is by the same standards, 
controversial. We are, therefore, reluctantly obliged to place before your com- 
mittee our position that we do not agree with the proposed revision of the 
code as presented to your committee. 

We must respectfully but insistently urge that the matter of the bonded 
period limitation is a matter which should receive priority of consideration. 
We also urge that the inclusion of a reenactment of the 8-year bonded period 
in the proposed code revision bill will, for the reasons stated in our earlier letter 
and for the additional reasons set forth in this letter, confuse and delay consid- 
eration and favorable action on the Eberharter bill, and that the code revision 
bill as a whole is, therefore, controversial in the extreme. 

Respectfully submitted, 


ScHENLEY INpDUSTRIES, INC. 


[From the Journal of Commerce, March 8, 1956] 
CoMPROMISE SEEN—NEW Proposat MAy BrEAK DEADLOCK ON Bonpine BILL 


A plan to break the 3-year industry deadlock on the Eberharter bonding period 
bill has quietly been proposed by two Kentucky distillers to Treasury Department 
officials, it was learned this week. 

The plan, described by trade sources as the most promising proposal yet made, 
is designed to satisfy both warring factions by (1) giving one an unlimited bond- 
ing period; and (2) giving the other assurance that no “battle of the ages” could 
erupt by levying a surtax on whisky claiming age beyond 8 years. 

The proposal appears to have germinated from a suggestion made by Repre- 
sentative Frank Chelf, of Kentucky, on February 9 in a letter to the House 
Ways and Means Committee that has been circulated in the industry. The sur- 
tax idea was advanced as a possible solution to the problem in his letter. 


OMNIBUS PACKAGE 


A reliable source said the plan was an omnibus package containing at least 
nine proposals which, if accepted by both sides, could be incorporated in the 
liquor code revision bill now under consideration by a subcommittee of the House 
Ways and Means Committee. 

Some of the proposals are as follows: 

1. Provision for an unlimited bonding period. 

2. A special luxury tax stamp on bottles whose labels carry claims of age 
beyond 8 years. 


3. The stamp would be different in color from the green bottled-in-bond stamp 
and the regular red tax stamp. 


4. The surtax would be at the rate of $3 per proof gallon extra for each year 
of age claimed beyond 8. 

5. Tax payment would be made on domestic whisky at the time of withdrawal 
from bond ; and on imported whisky at the time of withdrawal from customs bond. 

6. It would be unlawful to sell, offer to sell, or advertised whisky claiming 
age beyond 8 years unless the surtax had beén paid. 


7. The present tax level of $10.50 per proof gallon would be maintained on 
whisky withdrawn from bond without regard to age. 
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8. Consolidation of packages in bond would be permitted provided the whiskys 
were of the same class and type and there was not more than 6 months difference 
in the ages of the whiskys to be mingled. In such a case, the combined package 
would be eligible for the privilege of being bottled in bond. 

9. If there is a difference of more than 6 months in the ages of the whiskys 
to be consolidated the contents of the consolidated package would have to be 
labeled “a blend of straight bourbon (or rye) whiskys,” with a statement of 
the formula, such as “60 percent 7 year old, 30 percent 6 year old, and 10 percent 
5 year old whiskys.” Such blends would not be permitted to be bottled in bond. 

Mr. Foranp. Have you considered calling the industry boys together 
on that subject, to see if something could not be worked out ? 

Mr. Avis. There has been some discussion of it, but no decision 
reached concerning that. That would be a matter for the determina- 
tion of the Department. 

Mr. Foranp. That is one of the big controversial issues, I under- 
stand, in the industry. 

Mr. Avis. I will say that I have discussed the possibilities of some 
compromise, Which might be agreed on and written into this revision. 
It was on a purely informal basis with members of the industry, just 
as they come into my office in connection with their regular business. 
But no agreement has been reached, and I would not want to forecast 
that one would be or could be reached. 

Mr. Kroon. Mr. Chairman, I would like to ask Commissioner Avis 
if in this obviously extensive study you have given the subcommittee 
the benefit of your opinion with respect to existing rates of taxes. 
Have you touched upon that subject here / 

Mr. Avis. No, sir, not insofar as basic rates are concerned, no, sir. 
We did not consider that in our province, and, of course, it is a matter 
for the consideration of Dr. Smith’s office, but we have not considered 
basic rates here at all. 

Mr. Kroeu. That would not even be included in your area of possible 
controversy ¢ 

Mr. Avis. No, sir. It might be a very controversial subject, I would 
say. 

Mr. Kerocu. Does the unit have any opinion as to the relationship, 
if any, between existing rates and a possible increase of illicit opera- 
tions ? 

Mr. Avis. Well, Mr. Congressman, there is not any question but 
what high tax rates do tend to offer a greater incentive to the law viola- 
tor because it necessarily increases his margin of profit. However, we 
have not arrived at the point yet, by any means, by which we cannot 
enforce the present rates to produce additional revenue. 

Mr. Kroau. In other words, do I take it from your last statement 
that the present rates have not reached the point of being so high as to 
to be unproductive of revenue ? 

Mr. Avis. That is right, or from the point of diminishing returns, it 
has not been reached by any means as yet. 

Mr. Kroon. Do you think that we are close to that point, or far 
from it ? 

Mr. Avis. Well, I would not want to express an opinion on that, be- 
cause we have made no studies in my office directed at that point. 

Mr. Krocu. Asa matter of fact, I suppose there is no way of proving 
the point of diminishing return until you have passed it. 

Mr. Avis. That establishes it definitely. 

Mr. Keocu. I have been anxious somewhere along the line to reach 
the point where I might discuss with someone in authority the ques- 
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tion of the existing rates and the economics attached to the continu- 
ance of those rates, especially as it affects the New York wine industry, 
for example. I hope that somehow I might be in a position of dis- 
cussing that. 

Mr. Foranp. The Chair may state there that when we file our report 
with the full committee, and the full committee takes it up, that 
would be an appropriate time to discuss the rate question. 

Mr. Kerocu. I appreciate the chairman’s suggestion. I am de- 
lighted to have it. 

“Mr. Smreson. I would like to inquire, Mr. Avis, when you talk 
about the controversy, and you refer to nonagreement within the in- 
dustry, are you expecting a unanimous agreement there, or substan- 
tially unanimous, bedead you would take a position and recommend 
it in this bill ? 

Mr. Avis. I have said to both sides of this controversy that insofar 
as I personally am concerned, and certainly my recommendations to 
the Department, and that is where the final decision w ould be made, 
that I would not be disposed to recommend any provision with rela- 
tion to the solution of the bonding issue without virtually complete 
unanimity. 

Mr. Stmpson. You mean unanimous; do you not? 

Mr. Avis. Well, yes; unanimous. 

Mr. Srrrson. That i is, one out of the whole group could stop it. 

Mr. Avis. That is the position that I have taken. 

Mr. Stmpson. Well, the committee is in a position where we have 
got to resolve it one way or the other. 

Mr. Avis. Let me say that this is a matter for the committee’s 
determination. 

Mr. Simpson. Surely it is. But you are the man who has to help us. 

Mr. Avis. I have been trying to help you in every way, personally, 
and individually, that I could, but this is a matter of most difficult 
solution. 

Mr. Srurvson. What I am trying to say is that we cannot make laws, 

I assume, on the basis of a large industry where one company can 
stop our action or should be allowed to stop our action. It can cause 
you to refrain from making a recommendation but you are free under 
questioning to give us your opinion, and you indicate that you are 
going to do that. 

Mr. Avis. Yes. Let me say this: After 2 years of effort and work 
in an endeavor to get a revision, and after reconciling a great many of 
the differences with the industry, of course, I am ‘very hesitant to 
have the bill in any wise seuttled by virtue of one provision being 
highly controversial, as important as it may be. It has been my pur- 
pose to endeavor to get the divergent interests here to agree on a 
reasonable compromise. 

Mr. Stmpson. Did you succeed in getting anywhere near having all 
of them agree? If you get all except 1 or 2, you have done a wonder- 
ful job. 

Mr. Avis. I am not certain that we have reached that point, Mr. 
Congressman. 

Mr. Mason. Now, Mr. Avis, under the reorganization of the In- 
ternal Revenue Service the Alcohol and Tobacco Tax Division was de- 
centralized. Has this decentralization, in your opinion, resulted in 
more efficient administration ? 
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Mr. Avis. Well, of course we were reorganized twice. In other 
words, there was a first reorganization, and a second one. 

Mr. Mason. Asa result of both of them, then. 

Mr. Avis. I would say that our operations are entirely satisfactory, 
and we have been integrated into the overall bureauwide structure, 
and you understand, of course, that the alcohol tax activity is not 
under the jurisdiction of the District Director’s offices, and, as a matter 
of fact, it operates on a regional basis just like it has for the last 20 
years. Theonly difference is that the old 15 districts are now 9 regions. 

Mr. Mason. You really have not answered directly my question. 
I want to know if the administration is more efficient now since these 
reorganizations, or whether it is less efficient, in your opinion. 

Mr. Avis. I would say that it is equally efficient. 

Mr. Mason. Have you decreased or increased your personnel as a 
result of this? 

Mr. Avis. We have decreased it, very substantially, sir. 

Mr. Mason. Could you give us any figures, approximately ? 

Mr. Avis. Well, as a result of this 1954 code, and the program for 
simplification and modernization, we have reduced regulatory super- 
vision and thereby saved about $1,800,000 annually, and that aggre- 
gates some 350 or 400 employees. 

Mr. Mason. Has the recent change to place field activities under the 
9 regional commissioners resulted in any improvement ? 

Mr. Avis. Yes, I think so. 

Mr. Mason. Could you say in what way, or give us a specific state- 
ment of the improvement ? 

Mr. Avis. I think that we are operating generally more efficiently 
that we were before. 

Mr. Mason. You cannot give us a specific instance ? 

Mr. Avis. Mr. Congressman, we were highly decentralized before 
this reorganization in the Alcohol Tax Unit, and there has been some 
further decentralization, but not a great deal insofar as we are con- 
cerned. Of course, our people do report to the regional commissioners, 
and we have an assistant regional commissioner in charge of alcohol 
and tobacco tax just like we formerly had a district supervisor of al- 
cohol and tobacco tax, and with virtually the same authority, so there 
is not a great deal of difference as far as we are concerned. 

Mr. Mason. Is there more uniformity as between the districts and 
within the districts in the enforcement activities than before, or less 
uniformity ? 

Mr. Avis. I wéuld say that there certainly is as much. 

Mr. Mason. That is all, Mr. Chairman. 

Mr. Krocu. May I ask a question there. Mr. Avis, may I ask you 
if in this study you have given us the benefit of your opinion with 
respect to this change in the method of paying the taxes that has been 
suggested in the return system ? 

Mr. Avis. This whole revision is predicated upon an ultimate adop- 
tion of a return system. But it is so worded that we can operate under 
stamp system until such time as the fiscal situation might permit of 
our being placed on a return system. It was done with that in con- 
templation. 

Mr. Kroon. Can we take it from that that you are recommending 
the adoption of a return system ? 

Mr. Avis. Well, that is a matter of timing. We recommend it, but 
as to time based on whenever the fiscal situation will permit of it. In 
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other words, the consideration there is almost entirely the fiscal con- 
sideration. 

Mr. Foranp. Mr. Avis, I note that section 5064 of the proposed 
draft, which provides for casualty or disaster refunds, would permit 
a refund allowing a credit in the amount of the tax on distilled spir- 
its, wines or beer lost or rendered unmarketable by reason of hurri- 
sane, flood, earthquake or other disaster. However, as drafted, the 
section does not permit a retailer to file a claim for refund in his own 
behalf; instead, a retailer must rely upon the producer, bottler or 
wholesaler to replace the destroyed or unmarketable spirits without 
remuneration for the tax. The person replacing the destroyed or un- 
marketable stock must then file a claim for a refund and establish his 
right thereto by proof of facts of which he has no direct knowledge. 

Now, it is my understanding that several of the monopoly states do 
not permit the tax-free replacement of destroyed stocks by the pro- 
ducer. Therefore, my question is this: Why should the retailer be 
made to rely upon the replacement of his goods by another over whom 
he has no control? He has borne the burden of tax. Shouldn’t he be 
permitted to file a claim for refund in his own right, particularly in 
the monopoly states? 

Mr. Avis. That is, of course, a matter for the determination of the 
committee. We have embodied the temporary refund relief provisions 
that the Congress has enacted as to distilled spirits on three different 
occasions into the proposed permanent legislation. If the committee 
should consider that the retailer should be allowed to file a claim, 
while it is going to mean some additional administrative problems for 
us, and more work, still we can handle the situation. 

Mr. Foranp. But your draft follows the legislation previously 
enacted. 

Mr. Avis. Yes, on the assumption that the Congress had already 
declared an intention in that respect and so we simply followed it. 
But as you point out, insofar as the monopoly States are concerned, 
if we should have a bad disaster there, or a bad flood, we would prob- 
ably have some problems in connection with the present situation, 
problems under the present legislation or the emergency legislation 
that has been adopted on a temporary basis heretofore. 

Mr. Foranp. I understand. Now, Mr. Avis, would you detail the 
experience of the Alcohol and Tobacco Division in administering Pub- 
lic Law 363 of the 84th Congress? As you will recall, that law was 
enacted as a result of H. R. 5249, which I introduced, and was intended 
to take care of the disaster losses resulting from the 1954 hurricane. I 
understand that none of the claims filed under this bill has yet been 
processed. I would like to know why this is the case and I wish that 
you would emphasize the factors which have created the delay. 

Mr. Avis. I want Mr. Serr to answer that question, because he is a 
little more familiar with that situation in New England than I am. 

Mr. Foranp. Will you identify yourself for the record. 

Mr. Serr. I am Assistant Director of the Alcohol and Tobacco Tax 
Division. This law of which you speak, we recently issued regula- 
tions under that law, and claims have been filed. There was some 
question as to who the claimant should be. 

A good many cases came to our attention of goods that were shipped 
by the retailers to the wholesalers and the wholesalers destroyed the 
goods and then through the distilleries making replacement to the 





20 EXCISE TAX TECHNICAL AND ADMINISTRATIVE PROBLEMS 


wholesalers, claims were filed by the distillers. Because of doubt as 
to who the proper claimant should be, a good many claims were held 
up in the Boston region. That has now been worked out, and the 
claims are in process ‘of being paid. I do not think that there will be 
much further delay. 

Mr. Foranp. Do I understand that there was duplication of the 
claims? 

Mr. Serr. There was a question as to whether the rightful claimant 
should be the wholesaler who received the goods, and destroyed it, and 
actually made the distribution of the new goods, or whether it should 
be the distiller who supplied the replacement goods to the wholesaler. 

Mr. Foranp. You feel that has been worked out ? 

Mr. Serr. That has all been worked out. 

Mr. Foranp. I am glad to hear that. 

Mr. Avis. I might say, Mr. Congressman, that we consider that the 
wholesaler in that respect was the agent of the distiller who replaced 
the goods, and I think those claims are all going to be approved. 

Mr. Foranp. You are getting along with it? 

Mr. Avis. Yes, sir. 

Mr. Foranp. That is wonderful. 

Mr. Avis. We have solved that problem, I think. 

Mr. Foranp. Now, Mr. Avis, as I read the language of section 5064 
of the proposed revision, it would not take care of the situation arising 
as the result of the 1955 hurricane disasters. It appears to me that in 
order to avoid the necessity of again considering special legislation it 
will be necessary to make section 5064 apply retroactively to January 
L, 1955, and, in addition, it will be necessary to modify the section as it 
applies to the Presidential finding of major disasters and the period 
of limitations of section 5604 as they apply to prior disasters. Am I 
correct in this impression, and, if so, what are your suggestions for 
taking care of these points? 

Mr. Avis. We have taken care of that, and Mr. Coggins will point 
out specifically to you in just what respect. 

Mr. Cocerns. In the new draft which you have in your book there, 
right in the first part of the law draft, we have put in a provision ap- 
plicable t o prior disasters, in which the disasters declared by the Presi- 
dent in the past year would be covered and there would be a special 
statutory limitation applicable to those disasters. 

Mr. Foranp. So that the law would apply throughout the country 
instead of being restricted to each individual disaster; is that correct ? 

Mr. Cocerns No; it would still be the same as the other proposition. 
There would have to be a disaster area, and loss would have to be in 
that disaster area. 

Mr. Foranp. Regardless of what area of the country the disaster 
might have been declared in? 

Mr. Coeerns. That is right. 

Mr. Foranp. In other words, it would take care of a situation so 
that in the future, following each disaster, we would not have to go 
through the same rigmarole of enacting special legislation. 

Mr. Cocarns. Yes; this applicability provision would cover the past 
disasters up to the enactment of this act, and then the general provision 
would go forward. 

Mr. Foranp. But would that apply just to the liquors or would that 
apply to the beer and tobacco also? 





EXCISE TAX TECHNICAL AND ADMINISTRATIVE PROBLEMS 21 


Mr. Coaeins. All of them; yes, sir. 

Mr. Foranp. As I understand from some of the Connecticut Con- 
gressmen, they seem to be having some trouble particularly in those 
cases where the floods have carried away the stock completely, and 
these people have suffered a complete loss and, of course, cannot pro- 
duce the evidence because that has been washed away. Has that been 
taken into consideration and some suggestion offered to remedy that ? 

Mr. Cocerns. That is a matter of evaluating the evidence, and I 
think the question of reconstructing as best can be done from the 
evidence which is available what goods were there, that is the problem. 
I do not know what the experience has been in the Boston situation. 
Perhaps Mr. Serr could answer that. 

Mr. Serr. There has been an attempt made on our part to get to- 
gether with the State and local authorities and determine from local 
records, the proprietors’ records and our own records, what the actual 
loss was. Now, possibly, as far as the Government is concerned, we 
may arrive at a pretty fair idea as to what stocks were destroyed. 
Under existing law, there has to be a replacement by some producer or 
some supplier of goods lost by a retailer and there has been difficulty 
in having a firm determination available so that the supplier would 
go ahead and take a chance on making a replacement on stocks that 
were no longer in existence for him to inventory and regarding which 
he did not know exactly what position the Government was going to 
take with respect toa claim. 

Mr. Foranp. I fully realize the difficulty involved there, and natur- 
ally I would not want anybody to just come in and file a claim and 
say, “All right, we are going to take your word for it.” You have 
to have something to base your actions upon. 

On the other hand, I happened to be going through Connecticut 
on the day of that hurricane last year, and I can well appreciate what 
it means to these people to find themselves wiped out in the course of 
a few hours, and having no place to turn to. That is the reason why 
I am so anxious to see if something cannot be worked out. I know you 
men have had so much experience and I know that your sympathies are 
also with these people and I sincerely hope something can be worked 
out to come to their relief. 

Mr. Avis. As I understand it, Mr. Congressman, one of the prob- 
lems there, too, is the necessity for them going back into business in 
order to get these stocks replaced. Of course, some of them have not 
wanted to do that. 

Mr. Foranp. They have given up the ghost in a number of instances, 
because it was a most discouraging situation. It was so much so that 
the State police told me that I ‘could not leave the State, and I was on 
my way home to Rhode Island. I said, “Well, there is a flood in Rhode 
Island too, and you boys cannot hold me here,” and I had to travel 
about 150 miles around to finally get home. 

Mr. Krocu. Will you yield to me on a point of disaster? I am very 
sorry that you had to travel so far, but I am glad that you got home. 
I notice in 5064 (b) you defined “disaster” as “a hurricane, flood. earth- 
quake, or similar natural catastrophe.” What would be an example of 
“a similar natural catastrophe” ¢ 

Mr. Cocerns. Well, a tidal wave or something of that sort. A tidal 
wave might be an example of a similar type of natural disaster. Also, 
there are various degrees of nomenclature for winds such as hurri- 








22 EXCISE TAX TECHNICAL AND ADMINISTRATIVE PROBLEMS 


canes, that is, cyclones, and the sort. Some of those might be involved. 
It is not intended to include fire, I might say. 

Mr. Krocu. It is not intended to include fire? 

Mr. Cocerns. No, nor intended to include individual flooding of 
basements or that kind of accident. 

Mr. Krocu. What about the situation where wine becomes un- 
marketable through natural causes, perhaps unexplainable? Is there 
any provision for refunds now ? 

Mr. Cocerns. Are you talking with respect to unmarketable mer- 
chandise ? 

Mr. Keocu. Yes. 

Mr. Cocerns. By reason of its condition, you mean. 

Mr. Kroen. Yes. 

Mr. Cocerns. There are various provisions added with respect to 
this, in the draft, with respect to beer and with respect to wine and 
also with respect to distilled spirits. They vary in some respects. 

Mr. Krocu. Any kind? 

Mr. Cocerns. In the case of wine there is an existing provision. 

Mr. Krocu. And in the case of wine there is an existing provision. 

Mr. Cocerns. Relating to sparkling wine only, and carbonated wines. 
That has been extended in the proposed draft to include all wines. 

Mr. Krocu. I see. What is the applicability of the proposed pro- 
vision with respect to all of them? What is the effective date. 

Mr. Cocerns. The enactment of the act. 

Mr. Keocu. What would be the other requirement? Would it be 
possession of such unmarketable wine, tax paid ? 

Mr. Cocerns. The producer can find it to be unmarketable by reason 
of its condition, and it can be returned to the bonded wine cellar, and 
credit given for the tax, after the effective date of the act. 

Mr. Krocu. My offhand reaction is that that seems to be a fairly 
practical provision. 

Mr. Cocerns. It enables the producer, when he has stocks on hand 
which are hurting his brand, to bring them back. 

Mr. Foranp. Mr. Avis, section 5005 of the proposed draft appears 
to relieve the distiller and persons “interested” in the distilling from 
jiability for the tax after such persons have divested themselves of a 
proprietary interest in the spirits. Do you think that this proposed 
change may lead to sales to irresponsible persons and that to this 
extent collection of the tax might be jeopardized ? 

Mr. Avis. No, sir, there is a withdrawal bond required, Mr. Con- 
gressman. Mr. Coggins will discuss that a little more in detail. 

Mr. Cocerns. That is section 5005 which you have mentioned, Mr. 
Congressman? I might say in this regard that there is no intention 
in this proposed revision to change the theory of the tax. That is the 
attachment of the tax which attaches at the time the distilled spirits 
come into existence as such, and which becomes a lien on the spirits 
from the time that they are produced. Now, in these provisions, there 
are certain changes in relation to the liability of the distiller. The 
distiller is made liable under existing law until the tax is paid, even 
though he may divest himself of the ownership of the goods and trans- 
fer them to a third party, and they may be transferred from there 
to another warehouse and tax paid years later. He is still liable and 
his bond is liable, and there is still a lien on his distillery for those 
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spirits. They may have traveled in bond through various channels 
before they are tax paid. 

Mr. Foranp. This language is not opening the gates at all, and 
you are seeing to it that the revenue is protected. 

Mr. Cocerns. The warehousemen, of course, to whom the spirits are 
transferred are aware, of course, that tax has attached to that product 
when it was produced, and that there is a lien on those spirits. There- 
fore, he has knowledge of the lien, and he is made liable for the tax 
with knowledge of the fact that that tax has attached at the time of 
production. The distiller is not relieved unless it is a completely 
handsoff transaction. The purpose of that restriction for transfer 
of both possession and interest, or divestment of interest as well as 
transfer of physical possession was to prevent paper transactions be- 
tween affiliated corporations where otherwise they might transfer the 
stocks around purely to rid themselves of the distillery’s liability. It 
would be a transfer from one subsidiary to the other to get the least 
responsible corporation to end up with the goods. 

So the intent was to limit it so that it could not result in that type 
of a situation. 

Mr. Foranp. Now, I have been getting a lot of information, or I 
have been talked to by so many people and so many questions have 
come to me that I have been unable to answer and I am just asking 
you, and I hope you will be patient and continue to go along with 
me. 

One question is this: Is it true that in the case of distilled spirits 
the person depositing collateral for liquor in bond has no control over 
whether such liquor can be destroyed while in the hands of the ware- 
houseman ? 

Mr. Coaerns. Will you repeat that question, sir? 

Mr. Foranp. Is it true that in the case of distilled spirits the per- 
son depositing collateral for the liquor in bond has no control over 
whether such liquor can be destroyed while in the hands of the ware- 
houseman ? 

Mr. Cocerns. I think possibly Mr. Ritter could answer that. He 
has had some experience with those cases, and we have had some 
matters directly of concern to that and I think he is more directly 
concerned with that particular aspect of it. 

Mr. Rrrrer. I do not know whether you are speaking with respect 
to existing law or the proposed code, but I think it would be substan- 
ae the same. 

r. Foranp. I am speaking of the present law, because a case was 
called to my attention where some liquor became of age, or was ready 
for payment of tax. 

Mr. Rirrer. I think you have reference to a situation where a bank 
had loaned money originally on the purchase of some thousands of 
barrels of whisky and had taken warehouse receipts as security. The 
purchaser was not a warehouseman himself. Subsequently, the pur- 
chaser of the spirits, who held legal title, transferred that to a com- 
pany that was formed, and then to another company, and when the 
spirits were about to become 8 years of age the purchaser of the spirits 
could find no market for it at a price over and above the lien of the 
bank, and so the responsibility fell on the bank to try to get a market. 
The bank itself was unable to find a market for it, and did not actu- 
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ally to my knowledge, take title to the whisky. It was merely a 
securityholder, and it was simply a case where by force of economic 
developments, the security which the bank thought it had, had evapo- 
rated substantially. 

The warehouseman becomes liable under his bond, and that ware- 
houseman, if he happens to be the producing distiller, is responsible 
for the entire tax. So that actually the warehouseman in the partic- 
ular case you have in mind had a greater interest in the spirits or stood 
to lose more than the bank did, because the tax amounted to some seven 
or ten million dollars, where the bank had a loan of about $1 million. 

It was one of those situations which was forced upon industry and 
upon us by the present market conditions and which were not foreseen 
by anybody. The purchasers of the spirits and the holders of ware- 
house receipts, when they acquired this 8 years ago, did not foresee 
that their security was going to disappear. 

Mr. Foranp. But the answer is that the warehouseman does have 
that right under existing law. 

Mr. Rrrrer. Yes. 

Mr. Mason. On that point, may I ask a question ? 

Mr. Avis. I might make an observation as to that kind of a situa- 
tion; it is an extension of the bonding period. 

Mr. Mason. Mr. Chairman, the net result is this: If I am a banker 
and I loan $1 million on whisky and the warehouseman destroys it 
and I have not any collateral to collect, I am going to be mighty care- 
ful from now on not to lend any on whisky, and the credit and the 
borrowing power of these men is going to be absolutely destroyed. 
That is because of that. 

Mr. Rrrrer. That is true, but the bank or the loaning agency al- 
ways has a right, of course, to pay the tax and take its chance on find- 
ing a market for the spirits. But oftentimes it takes a great deal more 

money than the loan, and they are reluctant to do that. It could 
happen, as you say. 

Mr. Foranp. The next question is this: Is there any change in 
this situation in your proposed draft ? 

Mr. Avis. No, sir. 

Mr. Foranp. There is no change proposed ? 

Mr. Avis. No. That deals with your bonding issue, and that is a 
controversial subject. 

Mr. Cocetns. Of course, the tax is a lien on the spirits, and the 
banker would have had to pay the tax in order to get the spirits out 
of the warehouse. That is his problem. 

Mr. Foranp. Mr. Avis, ander existing law persons in any manner 
interested in the use of a still, distilling apparatus or a distillery are 
jointly and severally liable for taxes imposed on the distilled spirits 
produced therefrom. Section 5005 of the proposed draft appears to 
provide an exception from such liability in the case of persons owning 
or having the right or control of not more than 10 percent of any 
class of stock of a corporate proprietor of a distilled spirits plant. Can 
you tell me what the considerations were in selecting the figure of 
10 percent, and is there a possibility that this figure might be too high? 

Mr. Cocatns. I might read what we had said in the technical report 
on that particular provision. This is a new provision, and under exist- 
ing law there is, as you say, no exception. That is in the case of per- 
sons interested in distilling. [Reading:] 
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Every proprietor of or possessor of any still, distilling apparatus or distillery 
under existing law is jointly and severally liable for the taxes imposed by law 
on the distilled spiritst produced therefrom. 

This paragraph provides an exception from such liability in the 
case of persons owning or having a right of control of not more than 
10 percent of any class of stock of a corporate proprietor of a distilled 
spirits plant, That is, qualified corporate proprietor. The exception 
does not apply to officers or directors of such corporate proprietors. In 
other words, if they are officers or directors and own stock, regardless 
of the stock held, it does not apply. This exception would prevent the 
recovery of tax from the personal assets of such smal] stockholders, 
and it is also necessary to clarify the status of transactions between 
corporate proprietors where the same individual might have a nominal 
stock interest in two or more corporations concerned in one transaction. 

In other words, take for instance, large distilleries on the stock 
market, you have this relief provision which we have previously dis- 
cussed, where the distiller transfers the goods in bond to a second ware- 
house, and he transfers possession and ownership. Now, where he has 
transferred the possession, and divested himself of ownership, that 
provision would be defeated to a great extent unless you had some 
type of an exception like this, because in the case of corporations on the 
stock exchange there may be thousands of people who own 10 shares of 
this company, and 10 shares of the other company. So you have a 
situation where that would apply. The 10 percent figure was purely 
an arbitrary choice. Whether that is too high, that is a question. In 
regulations for other purposes, we have considered 10 percent as proper. 

Mr. Foranp. You mean existing regulations fix it at 10 percent‘ 

Mr. Cocerns. That is, for other purposes relating to ownership and 
corporate control, Ny 

Mr. Mason. May I clarify that for myself, or get them to clarify 
it for me, Mr. Chairman ? 

Mr. Foranp. Yes, Mr. Mason. 

Mr. Mason. As I gather from your explanation, under present law 
if I own some stock in a distillery, I am jointly and severally liable for 
the full tax if the others cannot pay it. wit 

Mr. Cocerns. That has been the judicial construction of the existing 
law. 

Mr. Mason. Under this new regulation, if I do not own more than 
10 percent, I am free and the other fellows have got to take care of it. 

Mr. Cocetns. That is correct, yes, sir. 

Mr. Mason. That isall. 

Mr. Foranp. Now, I understand that certain manufacturers have 
been authorized to produce denatured alcoho! for industrial use and to 
sell it to authorized users. Now, it occurs to me that the industrial user 
of denatured alcohol should be privileged to buy the product under 
the same conditions and subject to the same controls which are applica- 
ble to the manufacturer of the product. At present the industrial user 
is required to file certified copies of its articles of incorporation, the 
names of all directors and officers, and powers of attorney for any 
agent authorized to make purchases of alcohol with the Alcohol and 
Tobacco Tax Division. 

Annually thereafter permits to purchase must be prepared for each 
branch or place where the alcohol will be used. Subsequently, monthly 
reports for each location showing the quantity purchased, used and on 
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hand must be executed for each location. The amount of alcohol pur- 
chased under permit is often limited to as little as 5 gallons per loca- 
tion with the consequence that work is often interrupted until ex- 
hausted stock can be replaced. What, if anything, does this proposal 
do to modify these restrictions and to simplify the procedures for the 
purchase of alcoho] for industrial use ? 

Mr. Cocerns. Basically, there are two types or three types of alcohol 
that are used or could be used industrially. One would be pure alcohol, 
and the other would be completely denatured alcohol, and especially 
denatured alcohol. 

Now, completely denatured alcohol is not subject to permit. It is 
an aleohol which has sufficient denaturants in it to protect so that the 
persons who use it in various ee can do so without any danger 
to the revenue. Now, especially denatured alcohol is alcohol which 
has added to it materials suitable for the uses for which it is intended, 
but which can be more easily cleaned, and its use and manipulation is 
of danger to the revenue. That alcohol is and has been ever since it 
has been authorized for use in 1906, subject to permit. In other words, 
it is withdrawn under permit, and it is dealt in under permit, and its 
use in the manufacture of articles is subject to permit. 

Now, I think possibly you refer to a permit system to protect the 
use and distribution of this aleohol which can be recovered. This 
is not completely denatured, and it merely has in it denaturants which 
are designated primarily for the convenience of the industrial users. 
It has to be carefully controlled to prevent its diversion. 

Now, the system, the basic system of control is being retained in 
the proposed draft. We are modifying it to this extent: At the pres- 
ent time this permit has to be renewed annually, every year he has 
to go through this whole procedure. Now, under the new provisions 
we have changed that to the extent that the permit could be a con- 
tinuing permit, and you would not have to go through this extensive 
requalifying process every year. 

Mr. Foranp. You eliminate that. 

Mr. Coeertns. The annual renewal; yes, that has to do with all 
of these documents which he is talking about. 

Mr. Foranp. But you feel the monthly reports are necessary ? 

Mr. Coaerns. The reporting is necessary but under the law as 
drafted if any of these reports were found to be unnecessary, they 
could be dispensed with; there is sufficient latitude in the draft to 
allow such to be done. 

Mr. Avis. Without coming back to the Congress. 

Mr. Foranp. Mr. Avis, you made a statement that you have no 
particular recommendation to make at this time regarding the bond- 
ing period, with the exception of continuing it as it is in existing 
law. Is that correct ? 

Mr. Avis. That is correct. We are simply reenacting the present 
limitations; yes. 

Mr. Foranp. Dr. Smith, does the Treasury have any other view on 
this subject ? 

Dr. Smirn. No: we have no recommendations for change, Mr. Chair- 
man. I might add to reaffirm what Mr. Avis said. We think that 
there is a great deal of merit in the technical and administrative 
provisions in this bill. With the continuation of the present pro- 
visions on bonding period, there is a situation that would exist in 
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the absence of any legislation especially dealing with the bonding 
period. Therefore, it was our feeling that these provisions heokl 
in a sense be abstracted from that problem and considered on their 
merits by themselves. 

Mr. Foranp. And I understand, or if I did not understand proper- 
ly, I want to be corrected now and I want to be cleared on it, that 
in the draft presented the only one controversial subject is the bond- 
ing period. Is that correct, or is there some other controversial 
subject ¢ 

Mr. Coeerns. Well, of course, this is a general revision of the 
statutes, and it is necessary, due to the rearrangement of the entire 
chapter, to reenact the entire chapter. To the extent any of the 
provisions which are the subject of controversy are reenacted, all 
of them have to be reenacted, you see. 

Mr. Foranp. I realize that, but the point I am trying to clear up 
now is 

Mr. Cocetns. This is the only one where we have sustained objec- 
tion to the reenactment of it. 

Mr. Mason. In substance, then, on this bonding controversy, you 
are saying, “We will reenact the present law and let them stew in their 
own juice until they get together and come to some conclusions,” is 
that not right? 

Mr. Coeeins. They will stew in their own juice whether we reenact 
it or not. ' 

Mr. Mason. Well, if they come to some conclusion, an agreement, 
and we change the law, then they would be out of stewing in their 
own juice; is that not right? 

Mr. Avis. That is correct. 

Dr. Smiru. If I might, there is also a bill on this subject before 
the full Ways and Means Committee at the present time, I believe. 

Mr. Foranp. That is the reason why I am trying to clear up the con- 
tents of your draft. I am fully aware of the controversial bill that 
is before the committee. 

Mr. Keoeu. Mr. Chairman, I wonder if I state this correctly, that 
in the proposed draft which you have presented today, it is intended 
to be a recodification of existing law with no substantive changes 
except those you have referred to in your opening statement ? 

Mr. Avis. No; there are new provisions. 

Mr. Coéerns. In other words—— 

Mr. Kroecn. I would like to get that clear. There are new pro- 
visions. Well, I think, Mr. Chairman, the record ought to have those 
new substantive provisions enumerated. While there may be agree- 
ment between the unit and the Department on the one hand, and the 
industry on the other, this committee, I think, should have the oppor- 
tunity to look at those changes, however meritorious. 

Mr. Avis. Mr. Congressman, an examination of the proposed revi- 
sion shows the changes made. It shows in just what respect the law 
has been changed, and the reason it has been changed, and what is 
new and what 1s to be reenactment. 

Mr. Krogn. I have noticed that, Mr. Commissioner, but I think 
that since this proposal has been presented to us today in these two 
volumes, and as I understand it, in line with the economy program 
laid down by the chairman, will not be reproduced in the printed 
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record, that we should serve notice on the public as to what the new 
provisions incorporated in this recodification are. 

Mr. Cocerins. Well, the major provisions which were presented in 
October were explained and were highlighted. All of the major sub- 
stantive changes were highlighted in the general memorandum or 
general explanation which went into the record of the October hear- 
ings. 

Mr. Foranp. That is in our printed hearings now. 

Mr. Cocerns. Yes, and we have prepared a 2- or 3- page supplement 
giving the same type of treatment to the major changes which have 
been made since that day. If you want that inserted in the record that 
will be very simple. 

Mr. Foranp. You will provide that for the record. 

Mr. Cocearns. Yes. 

Mr. Foranp. Without objection, that will be printed in the record. 

(The document referred to is as follows :) 


SUPPLEMENT TO GENERAL EXPLANATION 


Since the general explanation was originally prepared in October 1955, several 
important changes relating to beer and wine have been made in the proposed 
legislative draft. This supplement outlines these changes. 


I. WINES (SECS. 5041, 5044, AND 5173) 


(a) Distinction between still and effervescent wines.—A specifie provision 
has been added to this draft to clarify the distinction between still wines and 
effervescent wines (carbonated wines, champagne, and other sparkling wines). 
The lack of such specific distinction has resulted in administrative difficulties. 

This change will clearly permit the addition to, or retention in, still wines 
of such small quantities of carbon dioxide as will not result in the production 
of an effervescent wine. It is understood that such quantities of carbon dioxide 
improve the character and flavor of the wine but do not result in an effervescent 
wine. 

(b) Refund of tax on unmerchantable wine.—Existing law provides for the 
withdrawal from the market and return to bond of domestic champagne or 
other sparkling wine or artificially carbonated wine with credit or refund of 
tax. There is no such provision in existing law for tax relief in respect to 
still wines. This situation has caused substantial hardship in cases where tax- 
determined wines are unmerchantable. The proposed draft continues existing 
law with respect to effervescent wines and extends similar tax relief in respect 
to returned domestic still wines which are removed subject to tax on or after 
the effective date of the proposed bill. 

(c) Combined bonds.—Under existing law a fruit distillery and an adjacent 
bonded wine cellar are required to have separate bonds. There is, however, an 
interrelation between such fruit distilleries and wine cellars, since the distilling 
material for use in the fruit distillery in producing wine spirts is usually fer- 
mented in the adjacent bonded wine cellar, and the wine spirits are used in the 
production of wine in the adjacent bonded wine cellar. The proposed bill makes 
provision for a combined bond for a distilled spirits plant and an adjacent bonded 
wine cellar. The total amount of the combined bond would be greater than 
the penal sum available under either bond under existing law and would be fully 
available to cover the operations of either plant. 


II, BEER (SECS. 5051, 5052, 5056, AND 5414) 


(a) Elimination of statutory sizes for barrels and kegs.—Existing law pre- 
seribes seven specific sizes for beer barrels and kegs and requires that beer 
in oversized containers be taxed as if such containers were the next larger 
specified size. This requirement is considered unrealistic and no longer neces- 
sary, and provision is made in the proposed bill to eliminate the prescribed 
statutory sizes and to provide that the tax shall apply to the actual quantity of 
beer in any container unless the quantity is within tolerances which may be pre- 
scribed by regulations. 
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(b) Local deliveries—Under existing law the tax on beer removed from the 
brewery for local delivery is determined at the time of such removal. However, 
brewers have no way of determining, at the time they load the trucks for daily 
deliveries, the exact amount of beer which will be delivered during the day 
from each such truck. Consequently, trucks may still carry undelivered beer 
at the end of the day. Under the proposed bill, if such undelivered beer is re- 
turned to the brewery on the day of its removal it would not be considered as 
being removed for consumption or sale. The primary purpose of this change is to 
simplify the accounting procedures of brewers with respect to such beer. 

(c) Removal of beer from the market.—Under existing law provision is made 
for the refund or credit of tax or relief from liability therefor in the case of beer 
removed from the market before the transfer of title thereto to any other person, 
provided that such beer is returned to the brewery for reconditioning or for use 
as materials, or is destroyed under supervision. The proposed bill would change 
existing law to provide that beer may be returned to the brewery or destroyed 
under such supervision as regulations may provide without regard to the transfer 
of title by the brewer. This change would permit an adjustment of tax liability, 
upon the filing of a claim and its allowance in a manner similar to the proce- 
dure provided by existing law, with respect to any beer which has been lawfully 
removed from a brewery and which is returned to the brewery, or destroyed 
by the brewer, pursuant to regulations. 

(d) Removal from one brewery to another belonging to the same brewer.— 
Existing law provides that beer can be transferred between breweries belonging 
to the same brewer. The proposed draft extends this provision to apply to 
breweries owned by different corporations if the controlling interest in each such 
corporation is owned by the same person or persons. 


Mr. Keoeu. I therefore state directly, that with the exception of 
those changes that were noted in your October presentation, and those 
that are included in the memorandum that you are inserting today, 
there was no intention on your part to effect any further substantive 
changes of existing law ? 

Mr. Cocerns. I would like to explain further on that. There have 
been clarifications and perfections of the October draft in addition to 
that. That is a matter of degree. There have been clarifications of the 
October draft since it was presented. Those are shown in exact detail 
in the detailed discussion, and every single change in existing law of 
any measure is shown in the detailed discussion. “Now, the highlight- 
ing memorandum does not show every change in every comma in the 
code, because there are literally hundreds of those. 

Mr. Avis. But this 200-page technical memorandum does show the 
changes, and shows the reasons therefor. 

Mr. Keocu. I may not understand what you are saying, but I am 
trying to. I appreciate that there may be clarifying language in- 
corporated in this recodification, and I am asking you specifically with 
respect to those instances where you have clar ified language, have you 
intended to effectuate substantive changes or have you intended merely 
to restate more clearly existing law ? 

Mr. Cocerns. Where we intended to clarify, of course, we intended 
to keep the existing law but to clarify it. 

Mr. Krocn. So that when you enumerate your new provisions you 
will be setting forth those provisions that incorporate new law. 

Mr. Cocerns. That is correct. The only way in which we can see 
every change in substance made in the existing law is to go to detailed 
section-by-section analysis. That is a technical memorandum, and 
that is because there are all degrees of change, and while we miglit not 


think it was an important change 7 you, sir, might think that that was 
important. 


68693—56—pt. 3——-3 
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Every change in the present code, between the present code and the 
proposed draft, is set forth in the 200-page memorandum which the 
committee has been furnished today. 

Mr. Krocu. That is in this draft here. 

Mr. Cocerns. Yes, but that is not in the hearing record. If you 
wanted to put that in the record, it is approximately 200 pages. 

Mr. Krocu. What are the differences between the two? 

Mr. Cogerns. One is in more detail than the other. 

Mr. Avis. Much more detail. 

Mr. Krocu. But the two incorporate all of the changes ? 

Mr. Avis. One highlights the changes and one takes the most im- 
portant changes, significant changes, and the other takes every change 
and explains the exact reason therefor. 

Mr. Krocu. So that one reading your general statement of October 
and the one you are going to insert today will know the areas in which 
you intended to effectuate important changes in substantive law. 

Mr. Cocearns. Important changes in substantive law. Now, that 
does not mean that there has not been some substantive change because 
minor details are substantive change where they are changes. 

Mr. Keocu. I do not know that I am prepared to accept your inter- 
pretation of what is or is not a major or minor change. 

Mr. Avis. If you put the 200-page memorandum into the record, 
you have got it. 

Mr. Coceins. You have every change. 

Mr. Foranp. Without objection, that will be done. 

(The statement referred to is as follows :) 


DETAILED DISCUSSION OF THE PROPOSED REVISION OF SUBTITLE 
E (ALCOHOL, TOBACCO, AND CERTAIN OTHER EXCISE TAXES) 
OF INTERNAL REVENUE CODE OF 1954’ 


CHAPTER 51—DISTILLED SPIRITs, WINES, AND BEER 
SUBCHAPTER A—GALLONAGE AND OCCUPATIONAL TAXES 
Part I—Gallonage Taxes 
Subpart A—Distilled Spirits 


Section 5001. IMPOSITION, RATE, AND ATTACHMENT OF TAX. 
Subsection (a)—Rate of tar 

Paragraph (1)—General 

This paragraph is existing law (sec. 5001 (a) (1)). Paragraph (2)— 
Products containing distilled spirits 

This parargaph is existing law (sec. 5001 (a) (2)), with the excep- 
tion that the words “or alcohol” in the clause “which contain distilled 
spirits or alcohol” have been deleted since the term “distilled spirits” is 
defined in section 5002 (a) (6) (A) to include alcohol. 


Paragraph (3)—Imported perfumes containing distilled spirits 
This paragraph is existing law (sec. 5001 (a) (8)). 
Paragraph (4)—Wines containing more than 24 percent alcohol by 
volume 


This paragraph is existing law (sec. 5001 (a) (5)), except that a 
conforming change is made by deleting the adjective “absolute” in the 


1 References to sections of existing law are italicized in the text of the detailed discussion. 
Where reference is made to regulations under existing law (1954 I. R. C.), only the specific 
sections construed or applied by the regulations have been cited. General authority for 
the issuance of regulations (sec. 7805 I. R. C., 1954), is applicable to the entire title. 
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term “absolute alcohol.” This deletion conforms the language of this 
paragraph to the language of section 5041 (b) relative to the rates of 
tax on still wine containing not more than 24 percent of alcohol by 
volume. 


Paragraph (5)—Distilled spirits withdrawn free of tag 


This paragraph is a new provision. It extends to all distilled spirits 
withdrawn free of tax (other than denatured distilled spirits) provi- 
sions similar to those provided by existing law (sec. 5001 (a) (6)) for 
denatured distilled spirits. It provides that all provisions of law re- 
lating to distilled spirits subject to tax shall apply in the case of dis- 
tilled spirits withdrawn free of tax and removed, sold, transported, 
or used in violation of laws or regulations now or hereafter in force, 
and that the person so removing, selling, transporting, or using the 
distilled spirits shall be required to pay the tax. The primary purpose 
of this provision is to prevent the diversion or unauthorized use of dis- 
tilled spirits withdrawn free of tax. 


Paragraph (6)—Denatured distilled spirits or articles 


This paragraph is existing law (sec. 5001 (a) (6)) except that the 
more inclusive term “distilled spirits” has been substituted for the 
terms “alcohol” and “rum.” 


Paragraph (7)—Fruit-flavor concentrates 
This paragraph is existing law (sec. 5001 (a) (7)). 


Paragraph (8)—IJmported liqueurs and cordials 
This paragraph is existing law (sec. 5001 (a) (9)). 


Paragraph (9)—IJmported distilled spirits wtihdrawn for beverage pur- 
poses 

This paragraph is derived from section 5001 (a) (8) of existing law, 
which provides that alcohol imported for industrial purposes and trans- 
ferred from customs custody to industrial alcohol plants or industrial 
alcohol bonded warehouses and later withdrawn for beverage purposes 
shall be subject to an additional tax equal to the duty which would 
have been paid had such alcohol been imported for beverage purposes, 
less the duty already paid thereon. This paragraph is applicable to all 
imported distilled spirits withdrawn from customs custody for trans- 
fer to the bonded premises of a distilled spirits plant and later with- 
drawn for beverage purposes and continues to provide that such spirits 
shall be subject to an additional tax equal to the duty which would have 
been paid had such spirits been imported for beverage purposes, less 
the duty previously paid thereon. 


Subsection (b)—Time of attuchment on distilled spirits 


This subsection is existing law (sec. 5001 (b)) except that the terms 
“spirits,” “alcohol,” and “alcoholic spirits” have been deleted, since they 
are included in the defined term “distilled spirits.” The substitution of 
the reference section 5002 (a) (6) for the reference section 5092 (b) isa 
conforming change. 


Subsection (c)—Cross reference 
SEcTION 5002. Definitions 
Subsection (a) 


Paragraph (1)—Distilled spirits plant 


The term “distilled spirits plant” is a new term and is specifically 
defined as an establishment qualified under the internal revenue laws 
to perform any one or any combination of the operations relating to 
the production, storage, rectification, and bottling of distilled spirits. 
Existing law provides for nine separate establishments to perform the 
activities relating to the production, storage, denaturation, rectification, 
and bottling of the various types of distilled spirits (i. e. registered dis- 
tilleries, fruit distilleries, industrial alcohol plants, internal revenue 
bonded warehouses, industrial alcohol bonded warehouses, indus- 
trial alcohol denaturing plants, distillery denaturing bonded ware- 
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houses, rectifying plants, and taxpaid bottling houses). The single dis- 
tilled spirits plant permits the elimination of the artificial distinctions 
contained in existing law between similar types of functions and makes 
possible substantial simplification in qualifying requirements and oper- 
ating procedures and in general makes possible a more efficient system 
of tax administration. The elimination of the necessity for separate 
establishments to perform the functions referred to will facilitate the 
use of plants and equipment for national emergency purposes and make 
possible more efficient utilization of facilities by proprietors. 


Paragraph (2)—Bonded premises 


The term “bonded premises” is a new term which is applicable to the 
premises of a distilled spirits plant, or part thereof, on which operations 
relating to production, storage, denaturation, or bottling of distilled 
spirits, prior to payment or determination of tax, are authorized to be 
conducted, The distilling and warehousing functions (including denatur- 
ation and bottiing in bond) now performed in establishments separately 
qualified as registered distilleries, fruit distilleries, industrial alcohol 
plants, internal revenue bonded warehouses, industrial alcohol bonded 
warehouses, industrial alcohol denaturing plants, or distillery denatur- 
ing bonded warehouses would be performed on the bonded premises. 


Paragraph (3)—Bottling premises 


The term “bottling premises” is a new term which defines the premises 
of a distilled spirits plant, or part thereof, on which operations relating 
to the rectification or bottling of distilled spirits on which the distilled 
spirits tax has been paid or determined are authorized to be conducted. 
The rectification or bottling functions, as the case may be, performed 
under existing law in rectifying plants and taxpaid bottling houses 
would be performed on bottling premises. 


Paragraph (4)—Bonded warehouseman 


The term “bonded warehouseman” is a new term and is defined to 
mean the proprietor of a distilled spirits plant who is authorized to 
store distilled spirits after entry for deposit in storage and prior to pay- 
ment or determination of the internal revenue tax. This term is the 
basis for qualification and bonding requirements with regard to the 
functions performed after entry for deposit of distilled spirits in stor- 
age and prior to payment or determination of the tax (or withdrawal 
of distilled spirits from bonded premises without payment of tax or 
free of tax). 


Paragraph (5)—Distiller 


This paragraph is derived from existing law (sec. 5002(a@)). For 
technical reasons the text has been divided into 4 subparagraphs. 
Subparagraph (A) 
This subparagraph is existing law. 
Subparagraph (B) 

This subparagraph is existing law with clarifying changes made 
in the text. The insertion of the word “distilled” in the term “dis- 
tilled spirits” is a technical change conforming to the definition of 
distilled spirits. 

The parenthetical clause “except a person making or using such 
material in the authorized production of wine or beer, or the pro- 
duction of vinegar by fermentation” has been added for the purpose 
of expressly exempting from the definition of a distiller, authorized 
brewers, wine makers, or producers of vinegar by fermentation. 
Such authorized persons have not been held to be distillers under 
existing law by virtue of other provisions of law specifically appli- 
eable to their operations. 


Subparagraph (C) 

This subparagraph is existing law with the exception that the 
words “of evaporization” have been deleted, thereby making this 
provision clearly applicable to every person who by any process 
separates alcoholic spirits from any fermented substance. 





EXCISE TAX TECHNICAL AND ADMINISTRATIVE PROBLEMS 33 


Subparagraph (D) 
This subparagraph is existing law. 
Paragraph (6)—Distilled spirits 
Subparagraph (A)—General definition 


This definition is a clarifying restatement of existing law (secs. 
5002 (b ) (1) and 5319 (1)) without change in substantive effect. 
The term “ethanol” is substituted for the phrase “hydrated oxide 
of ethyl” as more accurate and modern terminology. The words 
“which is commonly produced by the fermentation of grain, starch, 
molasses, or sugar” are deleted, and the words “from whatever 
source or by whatever process produced” substituted therefor, since 
this definition is applicable regardless of the nature of the material 
used or the method of production employed. The words “and shall 
include whisky, brandy, rum, gin and vodka” are added to this 
definition as illustrative of commonly known types of distilled 
spirits; however, this definition is intended to be construed in its 
broadest sense and includes distilled spirits by whatever process 
produced or by whatever name known. 


Subparagraph (B)—Products of rectification 


This subparagraph is existing law (secs. 5002 (b) (2) and 5213 
(a) (1)), insofar as it applies to section 5291 (a), except for the 
conforming change in section numbers. The application of this 
definition to section 5008 (b) of existing law is omitted since it is 
not intended that products such as rectified wines be stamped in 
the same manner as distilled spirits. This omission is not intended 
to imply any restriction of the application of section 5205 (a) (2) 
to rectified distilled spirits. 


Paragraph (7)—Proof spirits 


This paragraph is a clarifying restatement of existing law (sec. 
5002 (c)) without substantive change. 


Paragraph (8)—Proof gallon 


This paragraph is a clarifying restatement of existing law (sec 5002 
(d)) without substantive change. 
Paragraph (9)—Container 

This paragraph is derived from existing law (sec. 5319 (2)) ap- 
plicable only with respect to industrial alcohol. The definition is ex- 
tended to be applicable with respect to all types of distilled spirits. 
The word “bottle” has been added to the list of containers, the word 
“pipeline” has been substituted for the word “conduit,” and the word 
“shipping” has been changed to the word “conveying,” for the purpose 
of clarifying and broadening this definition. 


Paragraph 10—Approved container. 


“Approved container” is a newly defined term which means a container 
for distilled spirits, the use of which is authorized by regulations pre- 
scribed by the Secretary or his delegate. In many instances under exist- 
ing law, specific containers are prescribed by statute for use under par- 
ticular circumstances. These specific statutory restrictions have given 
rise to administrative difficulties and have made necessary the amend- 
ment of the statutes from time to time as new types of containers were 
developed. The definition of “approved container” will facilitate the 
prescribing by regulations of such containers for particular uses as 
conditions warrant. 


Paragraph (11)—Articles 

This paragraph is existing law (sec. 5319 (7)) except that the more 
inclusive term “distilled spirits” has been substituted for “alcohol” and 
“rum,” and the phrase “unless another meaning is distinctly expressed 
or manifestly intended” has been added to clarify the application of 
this definition. 


Subsection (b)—Cross reference 
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Secrion 5003. ExreMPprions 
Cross references. 


Secrion 5004. LIEN FOR TAX 
Subsection (a)—Distilled spirits subject to lien 
Paragraph (1)—General 


This paragraph is derived from existing law (sec. 5004 (a) (1) and 
(b)). Because of the elimination of distinctions between registered 
distilleries producing distilled spirits and industrial alcohol plants pro- 
ducing distilled spirits designated as alcohol, it is not necessary to 
continue the separate provisions as to the lien on distilled spirits and 
the lien on alcohol. (The term “alcohol” is included in the defined 
term “distilled spirits.” ) 


Paragraph (2)—Ezaceptions 
This paragraph is new. 
Subparagraph (A) g 

This subparagaph provides that the lien shall terminate when 
the distilled spirits are withdrawn from bonded premises on deter- 
mination of tax. On such withdrawal, the authorized person 
making the withdrawal is made liable for the payment of tax 
(sec. 5005 (c) (3)) and his withdrawal bond secures payment of 
such tax (sec. 5174). It is impractical to continue the lien on the 
spirits in such cases since the tax determined spirits may be 
mingled with distilled spirits on which the tax has already been 
paid, or such spirits may be entered into distribution channels 
where they will have the same status as taxpaid distilled spirits. 
Subparagraphs (B) and (C) 

Subparagraphs (B) and (C) are for the purpose of clarifying that 
the lien on distilled spirits terminates when the spirits are no 
longer in a taxable status. Subparagraph (B) applies to the in- 
stances where distilled spirits cease to be in a taxable status at the 
time of their withdrawal from the bonded premises of a distilled 
spirits plant. Such withdrawals are termed “free of tax.” Sub- 
paragraph (C) is applicable to withdrawals from bonded premises 
“without payment of tax,” in which case the liability for tax and 
the lien continue until the completion of the transaction for which 
the withdrawal was made, such as exportation, deposit in a 
foreign-trade zone, etc., as authorized by law. 

Subsection (b)—Other property subject to lien 

Paragraph (1)—General 

This paragraph is derived from existing law (sec. 5004 (a) (1) 
and (b)). Under existing law (sec. 5004 (a)(1) the producing dis- 
tiller’s premises remain subject to lien for the tax on the distilled 
spirits produced thereon until such tax is paid. This has produced an 
unrealistic and inequitable situation in cases where the distiller divests 
himself of his ownership of the distilled spirits and the distilled spirits 
are transferred to the bonded premises of another proprietor. The 1954 
Code provided authority under which the distilled spirits tax might be 
collected on the basis of a return, and the distilled spirits withdrawn 
from bond on the posting of a withdrawal bond to secure payment 
of the tax, thereby making the distiller’s position more inequitable with 
respect to the lien. In order to correct these inequities, this paragraph 
terminates the lien on the distilling premises (and on other property 
subject to lien) when the distiller and other persons liable for the tax 
under section 5005 (a) or (b) have been received of liability for such 
tax by reason of the provisions of section 5005 (c) (2), (ec) (3), (d), 
or (e) relating to transfers in bond, withdrawals on determination of 
tax, withdrawals free of tax, and withdrawals without payment of tax, 
respectively. 

Another major change in existing law in this paragraph in the in- 
clusion of a provision that in the case of a distilled spirits plant 
producing distilled spirits, the premises subject to lien shall comprise 
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the bonded premises of such plant, any building containing any part of 
the bonded premises and the land on which such building is situated, 
as described in the application for registration of such plant. Under 
existing law the “premises subject to lien” and “bonded premises” of 
a distillery are coextensive. This has the effect of prohibiting the 
storage, rectification, or bottling of distilled spirits, after payment or 
determination of the tax on such spirits, on any premises subject to 
lien, since only spirits on which the tax has not been paid or determined 
may be moved into or remain on bonded premises. For example, if the 
proprietor of a distillery desires to store distilled spirits in bond in a 
portion of a building subject to lien, he may not use any part of the 
building for the storage or processing of distilled spirits on which the 
tax has been paid or determined. Such diversity of operations within 
the same internal revenue bonded warehouse building is permitted under 
existing law only where such building is not located on distillery prem- 
ises subject to lien. This paragraph will permit greater freedom in 
the use of portions of a distilled spirits plant as bonded premises co- 
existent with the use of other portions of the plant for other purposes. 
If, for example, the proprietor of the distilled spirits plant producing 
distilled spirits desires to establish as a part of his bonded premises a 
floor of a multistoried building and to reserve the remainder of the 
building for other purposes, he may be permitted to do so under this 
paragraph. In such case the lien will apply against the entire building 
(without regard to the confines of the bonded premises) and to the land 
on which such building is situated. 

It is not intended that the term “building” as used in the last sentence 
of this paragraph be construed to extend the lien to premises not here- 
tofore considered to be part of the same building to which the lien 
applies. For example, a bonded wine cellar separated from a distilled 
spirits plant by a vertical common wall would not be considered to be 
in the same building as the distilled spirits plant and therefore would 
not be subject to the lien on the distilled spirits plant. It is also not 
intended that this paragraph be construed to make the lien applicable 
to premises not otherwise subject to lien, merely because of the passage 
of pipelines over such premises. 

Paragraph (2)—E«aception during term of bonds 

This paragraph is existing law (sec. 5004 (a)(2)) except that the 
word “given” has been substituted for the word “taken” and the refer- 
ence “section 5173 (b) (1) (D)” has been substituted for the reference 
“section 5177 (b) (3),” as conforming changes. However, under existing 
law the bond required under section 5177 (a) (3) is an an amount equal 
to the appraised value of the property subject to lien. This requirement 
of existing law is changed in section 5173 (b) (1)(D) to provide for 
bonds in the appraised value of the property subject to lien but not to 
exceed the sum of $300,000. 


Paragraph (3)—E«tinguishment of lien 


This paragraph is derived from section 5004 (a)(3) of existing law 
and makes provision for the extinguishment, under the conditions of 
subparagraphs (A) or (B), of any lien under paragraph (1), or any 
lien similarly imposed on the property described in paragraph (1) under 
prior provisions of internal revenue law. 


Subparagraph (A) 


This subparagraph is existing law relating to the extinguishment 
of the lien on the land and buildings of a registered distillery with 
two exceptions: First, provision is made for relief from the lien 
when persons liable for the tax by reason of the production of the 
spirits have been relieved of liability by reason of the provisions of 
section 5005 (c) (2), (ec) (3), (d), or (e), and, second, the provisions 
for extinguishment of the lien are extended to all of the property 
described in paragraph (1). 


Subparagraph (B) 


This is a new provision which provides that an indemnity bond 
given under the provisions of section 5173 (b) (1) (D) may be 
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further conditioned to stand in lieu of any lien which has arisen 
under paragraph (1), or any similar lien imposed on the property 
described in paragraph (1) under prior provisions of internal 
revenue law, and to indemnify the United States for the payment 
of all taxes and penalties which otherwise could be asserted 
against such property by reason of such lien or liens. This pro- 
vision will enable the proprietor of a distilled spirits plant to clear 
the title to his property insofar as the statutory lien is concerned 
on the posting and acceptance of a properly conditioned indemnity 
bond in the appraised value of the property, but not to exceed 
$300,000. This indemnity bond is in addition to, and not in lieu 
of, the qualification bonds covering the operation of distilled spirits 
plants and the withdrawal bonds covering the withdrawal of dis- 
tilled spirits on determination of tax. 


Paragraph (4)—Certificate of discharge 


This paragraph is existing law (sec. 5004 (a) (4)) except that the 
words “the property subject to lien under paragraph (1)” are substi- 
tuted for the words “any such land or buildings” for the purpose of 


making the certificate of discharge coextensive with the property sub- 
ject to lien. 


Subsection (c)—Cross reference 
Secrion 5005. PERSONS LIABLE FOR TAX 
Subsection (a)—General 


This subsection continues the liability provided by existing law (sec. 


5005 (a) and (c)) of the distiller or importer for the tax imposed by sec- 
tion 5001 (a) (1). 


Subsection (b)—Domestic distilled spirits 


Paragraph (1)—Liability of persons interested in distilling 

This paragraph is existing law (sec. 5005 (b)). Since “alcohol” is 
included within the term “distilled spirits,” the special provisions of 
existing law (sec. 5005 (c)) specifically relating to alcohol are omitted. 


Paragraph (2)—Ezaception 


This is a new provision. Under existing law every proprietor or 
possessor of, any still, distilling appaartus, or distillery, is jointly and 
severally liable for the taxes imposed by law on the distilled spirits 
produced therefrom 

This paragraph provides an exception from such liability in the case 
of persons owning, or having the right of control of, not more than 
10 percent of any class of stock of a corporate proprietor of a distilled 
spirits plant. The exception does not apply to officers or directors 
of such cororate proprietors. This exception would prevent the recovery 
of tax from the personal assets of such small stockholders and is also 
necessary to clarify the status of transactions between corporate pro- 
prietors where the same individual may have a nominal stock interest 
in two or more corporations concerned in any one transaction. 


Subsection (c)—Proprietors of distilled spirits plants 
Paragraph (1)—Bonded Storage 


Under exisiting law (sec. 5232 (a)) the bonds required in the case 
of internal revenue bonded warehouses are conditioned on payment of 
the tax on the withdrawal of distilled spirits from the warehouse 
although the distiller of the spirits remains specifically liable under the 
statute (sec. 5005 (a) (1)) for the payment of the tax. In the case 
of alcohol, existing law (sec. 5005 (c)) provides that proprietors of 
industrial alcohol plants and alcohol bonded warehouses shall be jointly 
and severally liable for any and all taxes on any and all alcohol pro- 
duced thereat or stored therein. Under the provisions of existing law 
(secs. 5194 (f) and 5217 (a)) relating to transfers for redistillation and 
to national emergency transfers the liability becomes the liability of 
the consignee on removal of the spirits from the consignor’s premises. 

This paragraph makes uniform provisions as to the liability of persons 
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operating bonded premises of distilled spirits plants by providing that 
such persons shall be primarily liable for the internal revnue tax on 
all distilled spirits which are stored on such premises or in transit to 
such premises. 


Paragraph (2)—Transfers in bond 


Under existing law (sec. 5005) the distiller and other persons inter- 
ested in distilling are liable for the tax on distilled spirits until 
such tax is paid (with certain exceptions (sec. 5217 (a@)) in the case 
of national emergency transfers), or until the spirits become free of tax. 
This paragraph provides certain conditions under which the distiller or 
other persons liable for the tax under subsection (a) or (b), or 
under any similar prior provisions of internal revenue law, may be 
relieved from such liability in the case of transfers in bond between 
distilled spirits plants. This paragraph removes the unrealistic and 
inequitable situation contained in existing law whereby the distiller 
and persons interested in distilling are in effect required to underwrite 
the payment of the tax, even though they have divested themselves of 
ownership of the spirits and the spirits have been transferred to un- 
affiliated persons qualified under internal revenue laws to receive such 
spirits. The relieving of a distiller and other persons interested in 
distilling from liability in the case of such transfers would apply to 
both past and future transactions when all of the conditions for such 
relief are met. 

Where the transfers are transactions which do not meet the con- 
ditions for relief, the distiller and other persons interested in distilling 
would ‘not be relieved of liability, but would be jointly and severally 
liable with the proprietor of the bonded premises of the distilled spirits 
plant to which the distilled spirits are transferred. 


Paragraph (3)—Withdrawals on determination of tax 
Subparagraph (A) 


This subparagraph is a new provision which specifically imposes 
on any person who withdraws distilled spirits from the bonded 
premises of a distilled spirits plant on determination of the tax and 
on the giving of a withdrawal bond primary liability for payment 
of the internal revenue tax on the distilled spirits so withdrawn, 
from the time of such withdrawal. This provision enables a rectifier 
or bottler of distilled spirits to become the taxpayer and to obtain 
the benefit of any deferred period for payment of the tax prescribed 
under the provisions of section 5061. 


Subparagraph (B) 


This subparagraph is a new provision which affords relief from 
liability to the distiller and other persons interested in distilling, if 
the person withdrawing the distilled spirits on determination of tax, 
and the person, or persons, liable for the tax under subsection (a) 
or (b), or under any similar prior provisions of internal revenue 
law, are independent of each other and neither has a proprietary 
interest, directly or indirectly, in the business of the other, and if 
all persons so liable for the tax have divested themselves of all inter- 
est in the spirits so withdrawn. Under existing law, the distiller 
and other persons interested in distilling are liable for the tax on 
spirits which are withdrawn on determination of tax, even though 
they have divested themselves of the ownership and possession of 
the spirits and the distilled spirits are withdrawn by the proprietor 
of an internal revenue bonded warehouse who may have no relation- 
ship to the distiller. This condition is considered to be inequitable 
since the distiller has no means of exercising control in such cases. 

In cases where the conditions for relief from liability have not 
been met, the distiller or other persons interested in distilling will 
continue to be jointly and severally liable for the payment of the tax 
pe the person who withdraws the distilled spirits on determination 
of tax. 
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Subsection (d)—Withdrawals free of tar 


This is a new provision which specifically relieves: the person, or persons, 
liable for the tax under subsection (a) or (b), or under any similar prior pro- 
visions of internal revenue law, of liability for payment of the distilled spirits 
tax as to spirits withdrawn free of tax, as provided by law, at the time such 
spirits are so withdrawn from bonded premises. While existing law contains 
no such specific provision, it has been administratively and judicially con- 
strued to this effect. 


Subsection (e)—Withdrawals without payment of taw 
Paragraph (1)—Liability for tar 


This is a new provision which applies to withdrawals without payment 
of tax the same principle as is applied in the case of withdrawals on 
determination of tax (see subsec. (¢c) (3)). This provision places the 
primary liability for tax on any person who withdraws distilled spirits 
from the bonded premises of a distilled spirits plant without payment of 
tax as provided by law, as for example, for exportation, or for use in the 
production of wine, This paragraph also relieves from liability the 
person, or persons, liable for the tax under subsection (a) or (b), or 
under any similar prior provisions of internal revenue law, if the person 
withdrawing such distilled spirits and the persons so liable for the 
tax are independent of each other and neither has a proprietary interest, 
directly or indirectly, in the business of the other, and if all persons 
liable for the tax under subsection (a) or (b), or under any similar 
prior provisions of internal revenue law, have divested themselves of 
all interest in the spirits so withdrawn. If the distiller or other persons 
interested in distilling have not met the conditions for relief, they will 
remain jointly and severally liable for the tax with the person who 
withdrew the distilled spirits. 

Paragraph (2)—Relief from liability 

This is a new provision which specifically relieves all persons liable 
for the tax on distilled spirits by reason of the provisions of paragraph 1 
or by reason of the provisions of subsection (a) or (b), or under any 
similar prior provisions of internal revenue law, from such liability 
at the time, as the case may be, the distilled spirits are exported, de- 
posited in a foreign-trade zone, used in the production of wine, deposited 
in customs bonded manufacturing warehouses, or laden as supplies upon, 
or used in the maintenance or repair of, certain vessels or aircraft, as 
provided by law. While existing law contains no such specific provision, 
it has been construed to this effect. 


Subsection (f)—Cross references 
Secrion 5006. DETERMINATION OF TAX 
Subsection (a)—Requirements 
Paragraph (1)—General 
This paragraph is existing law (sec. 5016 (a) (1)) with the addition 
of the words “except as provided in section 5214.” Section 5214 relates 


to withdrawals free of tax and withdrawals without payment of tax, 


and the provisions of this paragraph are not applicable to such with- 
drawals. 


Paragraph (2)—Distilled spirits entered for storage 

This paragraph is derived from existing law (sec. 5006 (a) (2)) which 
provides that the tax on distilled spirits entered for deposit in internal 
revenue bonded warehouses shall be determined at the time the same 
are withdrawn therefrom and within 8 years from the time of original 
entry for deposit therein (with certain exceptions for distilled spirits 
which were 8 years of age or older on July 26, 1936). Under existing 
law and regulations, the 8-year bonding period is not applicable to 
industrial alcohol bonded warehouses. This paragraph provides in gen- 
eral that the tax on distilled spirits entered for deposit in storage on 
bonded premises (or entered for deposit in storage in internal revenue 
bond under existing law) shall be determined at the time the same are 
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withdrawn therefrom (except as provided in sec. 5214), and within 8 
years of the date of original entry for deposit in storage. It continues 
the exception in existing law for distilled spirits which were 8 years 
of age or older on July 26, 1936. It also provides that imported alcohol, 
or alcohol produced in industrial alcohol plants, which, on the effective 
date of this section, is stored in industrial alcohol bonded warehouses 
or denaturing plants, or, by reason of its transfer under exemptions 
provided under section 5217 of the Internal Revenue Code of 1954 for 
national emergencies, is stored in internal revenue bonded warehouses, 
shall be treated, for the purposes of this section, as if entered for deposit 
in storage on bonded premises on the effective date of this section. The 
purpose of the last exception is to prevent any retroactive effect of 
the bonding limitation as to alcohol. 

This paragraph also provides that the provisions of section 5173 
(c) (1) (A), relating to the computing of the 8-year period, shall apply 
in the case of distilled spirits lawfully mingled in storage tanks on 
bonded premises. This provision enables the application of the first-in, 
first-out principle to such distilled spirits, and under its application no 
more distilled spirits will remain in bond than would have been the case 
had the mingling not occurred. This provision will simplify the storage 
of an accounting for such distilled spirits. The first-in, first-out principle 
is not intended to be applicable to homogeneous distilled spirits mingled 
on bonded premises for recasking under the provisions of section 5234 


(a) (3), or to beverage brandies blended on bonded premises under 
section 5234 (c). 


Subsection (b)—Tawable loss 


Paragraph (1)—On original quantity 

This paragraph is a clarifying restatement of existing law (sec. 5006 
(6) ), with two additional provisions. 

The first additional provision provides that in cases where the Secre- 
tary or his delegate requires payment on the original quantity of spirits 
entered for deposit in storage because of loss by theft or unauthorized 
voluntary destruction, and the extent of any loss of such spirits from 
causes other than theft or unauthorized voluntary destruction can be 
established by the proprietor to the satisfaction of the Secretary or his 
delegate, an allowance of the tax as to the loss so established may be 
credited against the tax as to the original quantity. 

The second addition to this paragraph provides that in the case of 
packages which are filled from storage tanks or recasked or refilled in 
internal revenue bond as authorized by law, the quantity in such casks 
or packages immediately subsequent to such filling, recasking, or refill- 
ing, will be treated as the base quantity on which the tax will be com- 
puted in the event that the cask or package is required to be withdrawn 
from bond under this provision. This second change is necessary due 
to the provisions of other sections of this chapter which permit the filling 
of casks or packages from storage tanks on bonded premises and which 
authorize, under certain conditions, the refilling or recasking of packages. 


Paragraph (2)—Alternative method 


This paragraph is new. It provides an alternative to the collection 
of tax on the original quantity, where there is evidence satisfactory to 
the Secretary or his delegate that there has been access, other than 
as authorized by law, subsequent to entry for deposit in storage in 
internal revenue bond, to the contents of the casks or packages stored 
on bonded premises, and the extent of such access is such as to evidence 
a lack of due diligence or a failure to employ necessary and effective 
controls on the part of the proprietor. In such cases the Secretary or 
his delegate may, in lieu of requiring specific casks or packages to 
be withdrawn and taxpaid on the original quantity of distilled spirits 
entered for deposit in storage in internal revenue bonds in such casks 
or packages, assess an amount equal to the tax on 5 proof gallons of 
distilled spirits at the prevailing rate for each of the total number 
of casks or packages to which the Secretary or his delegate determines 
access has been had other than as authorized by law. This provision 
affords an additional aid to the protection and collection of the revenue, 
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particularly where it is impracticable to determine the quantity il- 
legally removed from such casks or packages. 


Subsection (c)—Distilled spirits not bonded 
Paragraph (1) 


This paragraph, except for minor technical and clarifying changes 
which do not change the substantive effect, is existing law (sec. 5006 
(¢e)). 


Paragraph (2) 


This paragraph is a new provision which complements the provi- 
sions of paragraph (1) by providing that the tax on any distilled spirits 
produced in the United States at any place other than a qualified dis- 
tilled spirits plant shall, except as otherwise provided by law, be due 
and payable immediately upon production, 


Subsection (d)—Unlawfully imported distilled spirits 
This is existing law (sec. 5006 (d)). 


Subsection (e)—Cross reference 
Secrion 5007. CoLLECTION OF TAX ON DISTILLED SPIRITS 
Subsection (a)—Taz on distilled spirits removed from bonded premises 
Paragraph (1)—General 


This paragraph is derived from subsection (a) (relating to distilled 
spirits) and (d) (relating to alcohol) of section 5007 of existing law 
without material change. The substitution of the section reference 
is a technical conforming change. 


Paragraph (2)—Distilled spirits withdrawn to bottling premises under 
withdrawal bond 


This paragraph is a new provision, which provides that, in the case 
of distilled spirits withdrawn from bonded premises on determination 
of the tax and posting of a withdrawal bond, the Secretary or his dele- 
gate shall, in fixing the time for filing the return and the time for pay- 
ment of the tax, making allowance for the period of transportation of the 
distilled spirits from the bonded premises to the bottling premises, not 
to exceed such maximum periods as he may by fegulations prescribe. 
The purpose of this provision is to afford equitable treatment for 
proprietors engaged in rectifying and bottling operations whose prem- 
ises are not located in the vicinity of the bonded premises from which 
the spirits are withdrawn. In integrated operations the distilled spirits 
are customarily withdrawn from the bonded premises and transferred 
by pipeline to the bottling premises for rectifying or bottling. This 
provision will serve to place both types of operations on a comparable 
and equitable basis as far as time of payment of the tax is concerned. 
Under this paragraph, regulations could provide that in such cases 
the time for filing return and paying the tax may be extended from 
the day of withdrawal from the bonded premises to the day of receipt 
at the bottling premises or to a day falling at the end of a given period, 
such as 21 days, whichever occurred first. 


Subsection (b)—Collection of tax on imported distilled spirits and perfumes 
containing distilled spirits 


This subsection is existing law (sec. 5007 (b)). 
Subsection (c)—Cross reference 


SecTion 5008. ABATEMENT, REMISSION, REFUND AND ALLOWANCE FOR LOSS OR DE- 
STRUCTION OF DISTILLED SPIRITS 


Subsection (a)—Distilled spirits lost or destroyed in bond 


Paragraph (1)—‘Eatent of loss allowance,” and paragraph (2)—“Proof 
of loss”, correspond to the provisions of existing law (sec. 5011 (a) (1) 
and (2)) relating to distilled spirits lost or destroyed in bond. The specific 
provisions of section 5011 (c) of existing law relating to loss or destruction 
of alcohol are omitted: Paragraphs (1) and (2) therefore apply to all losses 
of distilled spirits in bond. The term “proprietor of a distilled spirits plant” 
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has been inserted in these paragraphs in lieu of the words “distiller and 
warehouseman”. This change conforms to changes in nomenclature elsewhere 
in this chapter. 
Paragraph (3)—Refund of tar 
This paragraph is existing law (sec. 5011 (a) (3)) 
Paragraph (4)—Limitation 
This paragraph is derived from existing law (8éc. 5011 (a) (8) 
and (4)). In the first sentence of this paragraph the words “withdrawn 
from bond” are changed to “removed frum bonded premises.” The 
purpose of this change is to make it clear that, in the instance of distilled 
spirits removed from bonded premises, the provision does not apply 
where the loss occurred after the tax was determined and the distilled 
spirits physically removed but does apply to losses occurring prior to 
the physical removal. The second sentence of this paragraph is existing 
law except that the words “in respect of the tax” are inserted for pur- 
poses of clarification since this limitation is not intended to apply to 
insurance coverage of the value of the distilled spirits less tax. 


Subsection (b)—Voluntary destruction 
Paragraph (1)—Distilled spirits in bond 


This paragraph is existing law (sec. 5011 (b)) except for the substitu- 
tion of the term “proprietor of a distilled spirits plant” for the terms 
“distiller” and “warehouseman.” ‘These are conforming changes in 
nomenclature. 


Paragraph (2)—Distilled spirits withdrawn for rectification or bottling 


Section 5011 (b) of existing law provides for destruction of distilled 
spirits in bond under Government supervision and for the allowance 
of the tax on the distilled spirits so destroyed. This paragraph is a 
new provision which provides that distilled spirits which are withdrawn 
for rectification or bottling and are, before the completion of packaging 
for removal, found by the proprietor, who withdrew such spirits to be 
unsuitable fur the purpose for which intended to be used may, on 
application and after gauge, be destroyed under supervision. The tax 
on the quantity of the spirits so destroyed will be abated, remitted, or 
without interest, credited or refunded, to the proprietor of the distilled 
spirits plant who withdrew the distilled spirits on payment or deter- 
mination of the tax. 

In the case of the authorized destruction under this paragraph of 
a product which had been subjected to any process of rectification, the 
allowance of any claim for tax would be only on the quantity of dis- 
tilled spirits contained in such product which had been withdrawn from 
bond by the proprietor of a bottling premises on payment or determina- 
tion of tax and would exclude allowance of refund in respect to other 
alcoholic ingredients of such rectified products. 


Subsection (c)—Loss of distilled spirits withdrawn from bond for rectifica- 
tion or bottling 


This subsection is new. Existing law (secs. 5004 (a) (1) and 5006 (a) (1)) 
provides that the tax shall attach to distilled spirits when they come into 
existence as such, and makes provision for the payment or determination 
of such tax (in the case of legally-produced distilled spirits) when the dis. 
tilled spirits are withdrawn from bond. Existing law (sec. 5011 (a) (1)) 
also makes allowance for the tax on the distilled spirits lost (other than 
by culpable theft or unauthorized voluntary destruction) before the dis- 
tilled spirits are withdrawn from bond. Under these provisions a person 
who bottles distilled spirits in bond does not pay tax on the distilled spirits 
lost incident to the bottling and casing operations. 

However, there is no provision in existing law for the allowance of tax 
on distilled spirits lost after payment or determination of tax (either with 
or without rectification) ; therefore, the quantity of distilled spirits which 
a person who bottles distilled spirits after payment or determination of tax 
has available for sale is generally less than the quantity on which the tax 
is paid. 
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Extensive studies have been made as to the nature and extent of losses 
incident to rectifying and bottling operations, and ag to the practicability 
of making allowance for the distilled spirits tax with respect to such losses. 
This subsection is baséd on the principle that, within certain practical limita- 
tions, provision should be made for the allowance of the distilled spirits 
tax on losses normally incident to rectifying and bottling operations. 


Paragraph (1)—General 


This paragraph provides for the allowance of the distilled spirits tax 
on losses of distilled spirits occurring after payment or determination 
of tax and before the completion of the bottling and casing or other 
packaging of such distilled spirits for removal from the bottling prem- 
ises, under such regulations as the Secretary or his delegate may pre- 
scribe, and within certain limitations imposed by this subsection. The 
allowances may, as regulations prescribe, be made by abatement, re- 
mission, or refund, or by the crediting of such allowances on the bot- 
tlers tax returns. 

The provision that the allowance shall be made to the proprietor of 
the distilled spirits plant who withdrew the distilled spirits on pay- 
ment or determination of tax is intended to restrict the allowances 
to the taxpayer, or to his affiliated or subsidiary corporations as pro- 
vided by paragraph (3) (G). 

The allowances provided under subparagraph (A) for losses occurring 
by reason of accident are applicable only to losses occurring while the 
distilled spirits are being removed from bond to the bottling prem- 
ises of the distilled spirits plant for which they were withdrawn from 
bond (internal revenue bond or customs bond). In the instance of 
losses by reason of act of God, fire, or other disaster, the allowances are 
applicable only to losses occurring while the distilled spirits are being 
removed from bond to the bottling premises of the distilled spirits 
plant for which they were withdrawn, or while they are at such dis- 
tilled spirits plant prior to the completion of their packaging, or bot- 
tling and cusing, for removal. 

The allowances provided under subparagraph (B) are applicable 
only to losses occurring while the distilled spirits are being removed 
from bond to the bottling premises of the distilled spirits plant for 
which they were withdrawn from bond (internal revenue bond or cus- 
toms bond), or while they are at such distilled spirits plant, prior to 
the completion of their packaging, or bottling and casing, for removal. 
Paragraph (2)—lLimitation 

This paragraph prescribes limitations on abatement, remission, 
credit, or refund of taxes under paragraph (1). 

The first limitation (subpar. (A) ) is similar to the limitation in sub- 
section (a) (4) relating to allowance for loss in the case of distilled 
spirits lost or destroyed in bond. Under this subparagraph, no allow- 
ance may be made if the taxpayer is indemnified or recompensed for 
the tax. 

The second limitation (subpar. (B)) provides that allowance for 
loss occurring by reason of, and incident to, authorized rectifying, pack- 
aging, bottling, or casing operations (including loss by leakage or 
evaporation occurring during removal from bond to the bottling prem- 
ises) shall not be in excess of the maximum loss allowances established 
under the provisions of paragraph (3). 

This paragraph also provides authority for the Secretary or his dele- 
gate to regulate the means or methods by which the losses within the 
meaning of subparagraph (B) of paragraph (1) shall be determined, and 
the times at which such determination shall be made. 


Paragraph (3)—Mazimum loss allowances 
Subparagraph (A) 

This subparagraph fixes the maximum loss allowance where all 
of the alcoholic ingredients used in distilled spirits products during 
the fiscal year were distilled spirits withdrawn from bond (internal 
revenue bond or customs bond) by the proprietor of the bottling 

premises, for removal to such premises. 
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This subparagraph also provides that no more than the net loss 
will be allowable. 

A schedule of limitations on allowable losses is provided in order 
to facilitate the maintenance of protection against the possibility of 
excess allowances without imposing an expensive custodial type of 
supervision over rectifying and bottling operations after payment or 
determination of tax. The schedule of maximum allowable losses 
is based on a study of historical losses reported by plant proprietors 
and recognizes the fact that the percentage of losses, generally, is 
greater for small operations than for larger ones. The schedule is 
designed to allow the total net losses of most of the plants in each 
size bracket and a large proportion of the losses of all plants. Pro- 
visions are made, however, for regulatory increases in the schedule 
when found consistent with protection of the revenue and justifiable 
on the basis of actual losses, and for regulatory decreases if found 
necessary for revenue protection. 

Subparagraph (B) 

This subparagraph provides a rule for determining the amount of 
loss allowable under paragraph (1)(B) when alcoholic ingredients 
other than distilled spirits withdrawn from bond by the proprietor 
of the bottling premises on payment or determination of tax for 
removal to such premises were used in the distilled spirits products 
during the fiscal year. The purpose of this provision is to prevent 
excessive allowance of loss when such other alcoholic ingredients 
are used in distilled spirits products, by reducing the loss otherwise 
allowable in a ratio equal to the ratio of the total proof gallons of 
such other alcoholic ingredients to the total proof gallons of all alco- 
holic ingredients used in such distilled spirits products. 


Subparagraph (C) 


This subparagraph defines the terms “completions” and “fiscal 
year,” as used in this subsection. 


Subparagraph (D) 


This subparagraph provides that the Secretary or his delegate 
may, under such regulations as he may prescribe, make tentative 
allowances for losses provided for in paragraph (1) ({B). Under 
this subsection losses are computed on the fiscal year basis and this 
subparagraph will enable the tentative allowance of losses for lesser 
periods subject to adjustment at the end of the fiscal year. 
Subparagraph (E) 

This subparagraph provides that the loss allowable to any pro- 
prietor of a distilled spirits plant under paragraph (1) (B) shall 
not exceed the quantity which would be allowed by a tentative 
estimates schedule constructed in accordance with paragraph 
(3) (D) for the portion of the fiscal year that such proprietor was 
qualified to operate such plant. This provision limits the amount 
of allowance in the case of persons qualified to operate for less 
than the entire fiscal year to an amount proportionate to that which 
would have been allowed, had the proprietor operated for the full 
fiscal year at the rate of loss and of completion prevailing in his 
operation during the period that he was qualified. 

Subparagraph (F) 

This subparagraph provides for the allowance, in addition to the 
losses allowed in paragraphs (1) (A) and (1) (B), of the actual 
determined losses incurred in the manufacture of gin and vodka 
where produced in closed systems in a manner similar to that 
authorized on bonded premises. Such losses are readily determin- 
able from the quantities of spirits used in, and recovered from, the 
processing of gin and vodka. The allowance for actual losses under 
this subparagraph is also restricted to spirits withdrawn from 


bond on payment or determination of tax by the proprietor of the 
bottling premises. 
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Subparagraph (G) 

This subparagraph defines the term “proprietor” as used in this 
subsection and in subsection (b) (2) with respect to corporate pro- 
prietors. For the purpose of this definition, the term “subsidiary” 
is intended to mean a corporation of which at least 51 percent 
of the voting shares is owned by the parent corporation, and the 
term “affiliate” is intended to include only proprietary or ownership 
affiliations where there is common ownership control. The corpora- 
tions making application to be treated as one proprietor for the 
purposes of this subsection and subsection (b) (2) must comply 
with such conditions as the Secretary or his delegate may by regu- 
lations prescribe. 


Paragraph (4)—Applicability 

This paragraph provides that this subsection shall not be in effect 
during any period unless provision shall be made as to such period for 
payment of the distilled spirits tax on the basis of a return and for filing 
of withdrawal bonds. The last sentence of this paragraph is for the 
purpose of clarifying the operation of this subsection when the provisions 
thereof are applicable during only a portion of a fiscal year. 


Subsection (d)—Distilled spirits returned to bonded premises 
Paragraph (1)—Allowance of tar 


This paragraph is new. Under the provisions of section 5215, distilled 
spirits may under certain specified conditions be returned to the bonded 
premises of a distilled spirits plant subsequent to determination of tax 
if such spirits have been found to be unsuitable for the purpose for which 
they were intended to be used. This subsection provides authority for 
the Secretary or his delegate to make allowance for the tax on the dis- 
tilled spirits which are returned to bonded premises under section 5215, 
since such spirits again become subject to the tax when returned to 
bonded premises, under the provisions of section 5215. The quantity of 
distilled spirits for which allowance is provided under this paragraph is 
the actual quantity of distilled spirits returned to the bonded premises. 


Paragraph (2)—Limitation 


This paragraph contains the limitation on the time for filing of the 
claim under this subsection and requires that such claim be filed by the 
proprietor of the distilled spirits plant to which the distilled spirits are 
returned. 


Subsection (e)—Samples for use by the United States 


This subsection is a new provision. It is necessary for internal revenue 
officers from time to time to take samples of distilled spirits from the premises 
of a distilled spirits plant for testing or analysis as an aid in the enforcement 
of laws relating to distilled spirits. This subsection provides that the pro- 
prietor of the distilled spirits plant shall be credited for the tax on any 
samples of tax-determined distilled spirits so removed. Under existing law 
no tax is asserted in the case of samples of distilled spirits taken by internal 
revenue officers while the distilled spirits are still in bond. However, in the 
case of distilled spirits on which the tax has been paid or determined, there 
is no credit or refund of the tax. This subsection is intended to correct this 
inequity. 


Subsection (f)—Distilled spirits withdrawn without payment of tar 


This subsection is a clarifying restatement of existing law derived princi- 
pally from section 5247 (e) relating to distilled spirits withdrawn for expor- 
tation, and section 5522 (b) relating to distilled spirits withdrawn for trans- 
portation to customs manufacturing bonded warehouses. 

The specific provisions of paragraph 3, relating to losses during transpor- 
tation to the vessel or aircraft on withdrawal under section 5214 (a) (7), 
conform to the construction of existing law and are consistent with existing 
procedure with respect to such losses. 

The specific provisions of paragraph 4, relating to losses occurring during 
transportation to the foreign-trade zone in case of withdrawals under section 
5214 (a) (8), conform to the construction of existing law and are eonsistent 
with existing procedures with respect to such losses. 


Subsection (g)—Cross reference 
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Section 5009. DrawBAcK 


Subsection (a)—Drawback on eaportation of distilled spirits in casks or 
packages 

This subsection is derived from existing law (sec 5012 (a) ) which provides 
for payment of drawback of tax on distilled spirits exported subsequent to 
payment of the tax, in the distiller’s original casks or packages. 

This subsection contains three principle changes in existing law. The first 
change eliminates the requirement that the distilled spirits be in “distiller’s 
original” casks or packages and provides that the distilled spirits may be in 
any casks or packages containing not less than 20 wine gallons each which 
are filled on bonded premises. Distilled spirits in bond may be filled into 
casks or packages other than distiller’s original packages, such as packages 
filled from storage tanks on bonded premises, and packages filled by the 
consolidation of packages. The purpose of this change is to provide for 
the drawback of tax on distilled spirits exported in any such packages 
filled on bonded premises. 

The second change authorizes the allowance of drawback of the tax in 
respect of distilled spirits which have been withdrawn from bond on deter- 
mination of tax under the provisions of section 5213. The person with- 
drawing the distilled spirits on determination of tax must post bond under 
the provisions of section 5174 to assure the payment of tax. This change 
is consistent with the provisions of section 5061 under which the tax may 
be paid on the basis of a return rather than by stamp. 

The third change provides that the drawback shall be paid or credited. 
This gives to the Secretary or his delegate discretion as to the method of 
allowing the drawback and would enable the Secretary or his delegate 
to credit the amount of drawback against tax on distilled spirits where 
such tax had been determined but not yet paid. 


Subsection (b)—Cross references 


Subpart B—Rectification 


Section 5021. IMPOSITION AND RATE OF TAX 


The first sentence of this section is existing law (sec. 5021 (a)). 

The second sentence is new and provides that the same spirits or wines shall 
not be twice subjected to tax under this section because of separate acts of 
rectification, pursuant to approved formulas, between the time such spirits or 
wines are received on the bottling premises and the time they are removed 
therefrom. Existing law provides that the rectification tax shall be determined 
on the completion of the process of rectification, and if the rectified distilled 
spirits or wines are again subjected to rectification, additional tax is imposed. 
The purpose of this change is to afford proprietors greater freedom in the con- 
duct of their authorized rectifying operations. 


Section 5022. Tax ON CORDIALS AND LIQUEURS CONTAINING WINE 


This section is a clarifying restatement of existing law (sec. 5022). There 
are two principal purposes for the revision of the language in this section. The 
first purpose is to make it clear that the tax imposed under this section does 
not apply to products produced for sale as wine, wine specialties, or cocktails. 
The second change is the insertion of a statement to make it clear that the last 
sentence of section 5021 is not to be construed as a limitation on the imposition 
of tax under this section. 


SecTIon 5023. TAx ON BLENDING OF BEVERAGE BRANDIES 


This section is derived from existing law (sec. 5023). Under existing law 
a tax of 30 cents per proof gallon (and a proportionate tax at a like rate on 
all fractional parts of such proof gallon) is imposed on fruit brandies blended 
in internal revenue bonded warehouses, to be determined at the time of with- 
drawal therefrom. This section imposes this tax on fruit brandies blended and 
withdrawn from bonded premises pursuant to section 5234, except on such 
brandies which have been aged in wood at least 2 years at the time of their 
first blending or mixing. Section 5025 (f) provides similar exemption for such 
blending on rectifying premises. Since section 5008 (a) is applicable to the 
loss of such distilled spirits, the separate loss provisions in existing law are 
omitted. 
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Section 5024. CROSS REFERENCES 


SecTION 5025. EXEMPTION FROM RECTIFICATION TAX 


Subsection (a)—Absolute alcohol 


This subsection is existing law (sec. 5025 (a)) expect that the term 
“distilled” has been inserted preceding the word “spirits” as a clarifying 
and conforming change. 


Subsection (b)—Production of gin and vodka 


This subsection is existing law (sec. 5025 (b)) except that the words 
“on bonded premises of distilled spirits plants” have been substituted for 


the words “at registered distilleries” as a conforming change in nomen- 
clature. 


Subsection (c)—Refining spirits in course of original distillation 

This subsection is existing law (sec. 5025 (c)) except that the words 
“or other original and continuous processing” are inserted in the phrase 
“in the course of original and continuous distiuation or other original and 
continuous processing,” and the word “production” is substituted for the 
word “manufacture.” The purpose of these changes is to clarify the intent 
that any purifying or refining of distilled spirits carried on in the pro- 
duction facilities on the bonded premises of a distilled spirits plant which 
takes place in the course of the original and continuous production of dis- 
tilled spirits, whether such original production is by distillation or other 
processing, is not deemed to be rectification within the meaning of the sec- 
tions cited. This change is necessary since it is possible to produce distilled 
spirits by methods of processing other than distillation. 

This subsection is the authority for the production of gin and vodka 
in the production facilities of a distilled spirits plant. It is not intended 
to be construed as authorizing the production of such products in bonded 
warehousing facilities of such plants. 


Subsection (d)—Redistillation of distilled spirits on bonded premises 

Under existing law (secs. 5025 (d) and 5217 (a)), the redistillation of 
distilled spirits at a registered distillery is exempt from the provisions of 
law relating to rectification. There are similar exemptions in existing law 
(secs. 5217 (a) and 5306) for redistillation at industrial alcohol plants. 
This subsection continues these exemptions and makes them applicable to 
the redistillation of distilled spirits in the production facilities of a distilled 
spirits plant, as provided under section 5223. 


Subsection (e)—Mingling of distilled spirits 


This subsection specifies the conditions under which distilled spirits may 
be mingled without being subject to the provisions of sections 5021, 5081, 
and 5082, relating to rectification. 


Paragraph (1) 

Under existing law (sec. 5306) the proprietors of industrial alcohol 
plants and industrial alcohol bonded warehouses are exempt in the 
conduct of their operations from the provisions of the internal revenue 
laws relating to rectification, and the mingling of alcohol is therefore 
permitting on such premises. 

This paragraph provides exemption for the mingling on bonded 
premises of any spirits distilled at 190° or more of proof (with or 
without reduction subsequent to distillation), thus extending to all 


such spirits the rule applicable in existing law to distilled spirits desig- 
nated as alcohol. 


Paragraph (2) 

National emergency legislation (sec. 5217 (a)) which expires July 11, 
1956, makes provision for the mingling of distilled spirits in bond, or 
in the course of removal therefrom, for redistillation, or storage, or 
any other purpose deemed necessary to meet the requirements of the 
national defense. This paragraph provides for similar exemptions on 
a permanent basis. 
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Paragraph (3) 


This is a new provision which exempts from the laws relating to 
rectification the mingling of heterogeneous distilled spirits in bulk gaug- 
ing tanks on bonded premises for immediate removal to bottling 
premises, exclusively for use in taxable rectification, or in rectification 
not subject to tax by virtue of the provisions of section 5025 (f) 
(blending of straight whiskies aged in wood for a period of not less 
than 4 years, etc.). The purposes of this provision are to simplify the 
determination of tax by permitting greater utilization of bulk gauging 
facilities and to make possible more efficient operations by proprietors 
in transactions relating to the removal of distilled spirits from bond 
and the transfer thereof to bottling premises. It is intended that the 
withdrawal of distilled spirits, under this paragraph, be conditioned 
upon the requirement that the proprietor of the bottling premises to 
which the distilled spirits are withdrawn from the bonded premises 
be a qualified rectifier and use such spirits exclusively in rectification. 


Paragraph (4) 
This paragraph is derived from existing law (sec. 5023) which ex- 


empts the blending of beverage brandies on bonded premises from the 
laws relating to rectification. 


Paragraph (5) 
This is a new provision which specifically exempts the mingling of 
homogeneous distilled: spirits from the laws relating to rectification. 


This provision is in accordance with the construction of existing law 
that such mingling does not constitute rectification. 
Paragraph (6) 

This is a new provision which provides exemption from the laws 
relating to rectification for the mingling on bonded premises of distilled 
spirits for immediate redistillation, immediate denaturation, or imme- 
diate removal from such premises free of tax under section 5214 (a) 
(1), (2), or (3), or seetion 7510. The purpose of this provision is to 


facilitate more efficient operations on bonded premises with respect to 
spirits distilled at less than 190° of proof. 


Subsection (f)—Blending straight whiskies, fruit brandies, or wines 

This subsection is existing law (sec. 5025 (e)) except that the require- 
ment that the blending be under the immediate supervision of a revenue 
officer has been eliminated and provision made that the blending be under 


such conditions and supervision as the Secretary or his delegate may by 
regulations prescribe. 


Subsection (g)—Addition of caramel to brandy 


Existing law (sec. 5025 (f)) provides for the addition of caramel to com- 
mercial brandy at the distillery where produced, or in the internal revenue 
bonded warehouse where stored, and that such addition shall not be deemed 
to be rectification within the meanings of sections 5021, 5081, and 5082. 
This subsection continues this exemption with conforming changes in nomen- 
clature. 


Subsection (h)—Apothecaries 


This subsection is existing law (sec. 5025 (g)) except for the substitution 
of the words “distilled spirits” for the words “spirituous liquors” for pur- 
poses of clarifying and conforming language. 


Subsection (i) —Manufacturer recovering distilled spirits for reuse in prod- 
ucts unfit for beverage purposes 

This subsection is derived from existing law (sec. 5025 (h)) which pro- 
vides that the taxes imposed by this subpart and part II of this subchapter 
shall not be imposed on manufacturing chemists or flavoring extract manu- 
facturers for recovering taxpaid alcohol or spirituous liquors from dregs or 
mare of percolation or extraction, if such recovered alcohol vr spirituous 
liquors be again used in the manufacture of medicines, or flavoring extracts 
of the kind in the production of which originally used. 
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This subsection provides exemption in the case of any manufacturer who 
recovers distilled spirits on which the tax has been paid or determined, from 
dregs or mare of percolation or extraction, or from medicines, medicinal 
preparations, food products, flavors, or flavoring extracts, which do not meet 
the manufacturer’s standards, if such recovered distilled spirits are used by 
such manufacturer in the manufacture of medicines, medicinal preparations, 
food products, flavors, or flavoring extracts, which are unfit for use for 
beverage purposes. This subsecticn, is intended to eliminate the restriction 
in existing law which requires that such recovered distilled spirits be again 
used in the manufacture of products of the kind in the production of which 
originally used and to allow such recovered distilled spirits to be used in any 
of the enumerated products which are unfit for use for beverage purposes. 
Subsection (j)—Stabilization of distilled spirits 

This is a new provision. Under existing law it has been difficult to treat 
straight whiskies and other distilled spirits to prevent precipitation or cloud- 
ing when such spirits are subjected to extreme temperatures. This subsec- 
tion exempts from the laws relating to rectification specifically limited treat- 


ment of distilled spirits at the time of or preparatory to bottling which may 
be necessary or desirable to produce a stable product. 


Subsection (k)—Addition of tracer elements 
This is a new provision which exempts from the laws relating to rectifica- 


tion the authorized addition of tracer elements to distilled spirits as pro- 
vided under the provisions of section 5201 (d). 


Subsection (1)—Cross references 
Section 5026. DETERMINATION AND COLLECTION OF RECTIFICATION TAX 
Subsection (a)—Determination of taw 
Paragraph (1)—General 
This paragraph is existing law (sec. 5026. (a) (1)) except for the 


addition of the words “by regulations” in the phrase “as the Secretary or 
his delegate may by regulations require.” 


Paragraph (2)—Unauthorized rectification 


This paragraph is existing law (sec. 5026 (a) (2)) except for the 
insertion of the words “premises on which rectification is authorized” in 
lieu of “an authorized rectifying plant.” This is a conforming change 
in language. 


Subsection (b)—Payment of tawv on rectified spirits, wines, and cordials or 
liquers 
Existing law (sec. 5026 (b)) provides that the taxes imposed by sections 
5021 and 5022 shall be paid in accordance with section 5061. This subsec- 
tion continues the provisions of existing law and in addition provides that 
the taxes imposed by section 5023 shall be paid in accordance with 
section 5061. 


Subpart C—Wines 


SEcTION 5041. IMPOSITION AND RATE OF Tax 


This section is existing law (sec. 5041), except for the addition of the last 
sentence of subsection (a). 

This sentence is added to clarify the distinction between still wines and effer- 
vescent wines (carbonated wines, champagne, and other sparkling wines). 

The lack of such specification distinction has resulted in administrative 
difficulties. 

This change will clearly permit the addition to, or retention in, still wines 
of such small quantities of carbon dioxide as will not result in the production of 
an effervescent wine. It is understood that such quantities of carbon dioxide 
improve the character and flavor of the wine but do not result in an effervescent 
wine. 


SuBsecrTIion 5042. ExrMPTION From Tax 
This sections is existing law (sec. 5042). 
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Section 5043. CoLLEcTION or TAXES ON WINES 
This section is existing law (sec. 5043). 


Section 5044. Rerunp or Tax ON UNMERCHANTABLE WINE 


This section is derived from existing law (sec. 5044) which made certain 
provisions for credit, or other tax relief, with respect to unmerchantable domestic 
champagne or other sparkling wine or artificially carbonated wine returned to 
bond. There is no provision in existing law for tax relief in respect to still 
wines returned to bond. This has caused substantial hardship in cases where 
tax determined wines are unmerchantable. This section continues existing law 
with respect to effervescent wines, and extends similar tax relief in respect to 
returned domestic still wines which are removed subject to tax on or after the 
effective date of this amendment. Also the words “‘without interest” are added 
to clarify the intent that refunds and credits under the provisions of this 
section shall be without interest. This addition conforms this section to other 
similar provisions of subtitle E. Other clarifying changes have also been 
made. 


Section 5045. Cross REFERENCES 


Subpart D—Beer 


Detailed discussion with regard to this subpart will be presented as a supple- 
ment. 


Subpart E—General Provisions 


Section 5061. MreTHop OF COLLECTING TAX 


Subsection (a)—Collection by return 


This subsection is existing law (sec. 5061 (a)), except for clarification 
of language. 


Subsection (b)—Discretionary method of collection 
This subsection is existing law (sec. 5061 (b)). 


Subsection (c)—Applica bility of other provisions of law 
This subsection is existing law (sec. 5061 (@)). 
Subsection (d)—Cross reference 
Section 5062. REFUND AND DRAWBACK IN CASE OF EXPORTATION 
Subsection (a)—Refund 
This subsection is existing law (sec. 5062 (a)). 
Subsection (b)—Drawback 


This subsection is existing law (sec. 5062 (b)), except that the requirement 
that wines be packaged or bottled especially for export is deleted as unneces- 
sary and certain clarifying and conforming changes are mide. 

The word “and” appearing between the words “distilled spirits and wines” 
is changed in two instances to “or” for the purpose of clarification. 

Another change authorizes the allowance of drawback of the tax in respect 
of distilled spirits which have been withdrawn from bond on determination 
of tax under the provisions of section 5213. The person withdrawing the 
distilied spirits on determination of tax must post a bond under the provyi- 
sions of section 5174 to assurc the payment of tax. This change is consistent 
with the provisions of section 5061 under which the tax may be paid on the 
basis of a return rather than by stamp. 

The authority of the Secretary or his delegate to require evidence of 
“payment of tax and exportation” is changed to authority to require evi- 
dence “indicating payment or determination of tax and exportation.” This 
conforms the language of this subsection in this regard to similar provisions 
contained in section 5175 (¢). 

A further change provides that the drawback may either be paid or 
eredited. This gives to the Secretary or his delegate discretion as to the 
method of allowing the drawback and will enable the Secretary or his dele- 
gate to credit the amount of drawback against tax on the distilled spirits 
where such tax has been determined but not yet paid. 
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SecTION 5063. FLoogz STOCKS TAX REFUNDS ON DISTILLED SPIRITS, WINES, CORDIALS, 
AND BEER 


Subsection (a)—General 


This subsection is existing law (sec. 5063 (a)), except that the words 
“or determined” are added following the word “paid” in two instances, and 
the words “whichever is later” or added at the end of the subsection. The 
addition of the words “or determined” is a necessary conforming change 
since it is intended that the provisions of this section be equally applicable 
to designated products on which the tax has been paid and those on which 
it has been determined. 

Hxisting law provides that claims must be filed with the Secretary or 
his delegate prior to May 1, 1956, or within 30 days from the promulgation 
of regulations under this section. The addition of the words “whichever is 
later’ is necessary for purposes of clarification. 


Subsection (b)—Limitations on eligibility for credit or refund 
This subsection is existing law (sec. 5063 (b)). 


Subsection (c)—Other laws applicable 
This subsection is existing law (sec. 5063 (c) ). 


SEcTION 5064. REFUND OR CREDIT FOR LOSSES CAUSED BY DISASTER 


This section provides that the Secretary or his delegate shall, on the finding. 
by the President of the existence of a disaster resulting from a hurricane, flood, 
earthquake, or similar natural catastrophe, make refund or allow credit with- 
out interest for the amount of excise taxes and customs duties paid on distilled 
spirits, wines, or beer lost or rendered unmarketable, or condemned by a duly 
authorized health official, by reason of such disaster. This section is sub- 
stantially similar to the provisions of Public Law 363 of the 84th Congress, 
enacted with regard to the hurricanes of 1954, except that it includes beer as 
well as distilled spirits and wine. This section is intended to eliminate the 
necessity of special legislation in this regard each time a general disaster of this 
nature occurs, such as was the case with respect to the floods of 1936, 1937, and 
1951, and the hurricanes of 1954. 


SEcTION 5065. TERRITORIAL EXTENT OF LAW 
This section is existing law (sec. 5064). 


SEcTION 5066. CROSS REFERENCES 


Part 1I1—Occupational Tax 
Subpart A—Rectifier 


SEcTION 5081. IMPOSITION AND RATE OF TAX 


This section is existing law (Sec. 5081) except that the basis of computation 
of the tax in the case of rectifiers of less than 500 barrels a year is converted to 
proof gallons for purposes of simplifying and clarifying language. ‘There is no 
substantive change in the imposition of the tax. 


SEcTION 5082. DEFINITION OF RECTIFIER 


This section is existing law (sec. 5082) with two exceptions. The first excep- 
tion is that the parenthetical statement “(other than by original and continuous 
distillation from mash, wort, or wash, through continuous closed vessels and 
pipes, until the manufacture thereof is complete)” is revised to read: “(other 
than by original and continuous distillation, or original and continuous process- 
ing, from mash, wort, wash, or any other substance, through continuous closed 
vessels and pipes, until the production thereof is complete).” This change is 
similar to and is made for the same reason as the change in existing law con- 
tained in section 5025 (c) and recognizes the fact that distilled spirits may be 
produced by processes other than by distillation and from substances other than 
mash, wort, or wash. 

The second change is a deletion from the definition of a rectifier of the obsolete 
reference to “wholesale or retail liquor dealer who has in his possession any still 
or leach tub, or who keeps any other apparatus for refining in any manner dis- 
tilled spirits.” Since wholesale and retail liquor dealers no longer receive dis- 
tilled spirits for nonindustrial purposes in bulk, this provision is no longer deemed 
necessary. 
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Section 5088. ExEMprTIons 


This is a cross-reference section referring to exemptions from tax under section 
5021 or 5081. 


Secrion 5084. Cross REFERENCES 


Subpart B—Brewer 
This subpart is existing law (secs. 5091, 5092, and 5093). 


Subpart C—Manufacturers of Stills 


Srecrion 5101. IMPOSITION AND RATE OF TAX 


This section is existing law (sec. 5101) except that the more modern and 
descriptive term “condenser’ ’has been substituted for “worm.” 


Secrion 5102. DEFINITION OF MANUFACTURER OF STILLS 


This section is existing law (sec. 5102), except that the more modern and 
descriptive term “condenser” has been substituted for “worm.” 


Section 5103. ExEMPTIONS 


This is a new section which exempts proprietors of distilled spirits plants 
from taxes imposed by section 5101. This section adopts the principle of a 
similar exemption in existing law (sec. 5306) which applies to industrial alcohol 
plants only, and makes the exemption uniformly applicable to proprietors of all 
producing distilled spirits plants who manufacture stills for their own use. The 
revenue effect of this exemption is nominal and the exemption eliminates the 
administrative difficulties in the determination of the extent of repairs which 
may be made to a still without constituting the manufacture of a new still. 


Section 5104. METHOD OF PAYMENT OF TAX ON STILLS 


This section is existing law (sec. 5104) except that the more modern and 
descriptive term “condensers” has been substituted for “worms.” 


SEoTION 5105. NoTicE OF MANUFACTURE OF AND PERMIT TO SET UP STILL 
This section is existing law (sec. 5105). 


SecTIon 5106. Exporr 


Subsection (a)—Free of tazv 


This is a new subsection which will permit the exportation of stills and 
condensers free of tax. This provision will eliminate a burdensome and 
expensive process of collecting the tax in each instanceand then allowing 
drawback of thetax collected. This subsectio nadopts the principle gener- 


ally extended under this chapter to the exportation free of tax of other 
taxable articles. 


Subsection (b)—Drawback 


This subsection is a modification of existing law (sec. 5106) and elimi- 
nates the provision that stills and condensers must have been manufactured 
exclusively for export and taxpaid in order to beeligible for export with 
benefit of drawback. This change will permit the exportation with benefit 


of drawback of any unused taxpaid still or condenser. This privilege is 
limited to new stills or condensers. 


Subpart D—Wholesale Dealers 


This subpart and subpart E are intended to effect a major change in the 
definitions of wholesale dealers and retail dealers. The terms “wholesale dealer 
in liquors,” “wholesale dealer in beer,’ “retail dealer in liquors,” and “retail 
dealer in beer” are redefined to conform in general to the trade understanding 
of the terms “wholesale” and “retail,” and to more nearly conform to the concept 
of wholesale and retail functions as defined in other Federal statutes and in 
State laws. Because of these changes in definitions, certain retail dealers now 
also required to pay special tax as wholesale dealers by reason of selling or 
offering for sale liquors in quantities of 5 gallons or more at one time to a 
consumer or industrial user will be required to pay special tax only as retail 
dealers. Also, any wholesale dealers now required to pay special tax as retail 
dealers by reason of selling or offering for sale liquors in quantities of less than 











52 EXCISE TAX TECHNICAL AND ADMINISTRATIVE PROBLEMS 


5 gallons at one time to any person will be exempt from liability for special 
tax as retail dealers. In order to offset the revenue reducing effect of these 
changes and of certain other changes in this subpart and subpart E, adjustments 
are made in the various rates of special tax, with the changes distributed as 


equitably as practical in accordance with the benefits which are anticipated 
for each of the classes of dealers. 


SEcTION 5111. IMPOSITION AND RATE OF TAX 


Subsection (a)—Wholesale dealers in liquors 


This subsection is existing law (secs. 5111 (a) (1) and 5112 (a)) except 
that the existing rate of tax, $200, is changed to $255. 

Under existing law, practically all wholesale dealers in liquors also incur 
liability for special tax as retail dealers in liquors (at a rate of $50 a year) 
by reason of selling or offering for sale liquors in quantities of less than 5 
wine gallons. Under the provisions of section 5123 (a), a wholesale dealer 
is exempt from special tax as a retail dealer at his place of business. This 
change, therefore, in effect represents the effective special tax now paid 
by such dealer as a wholesale liquor dealer and a retail liquor dealer, 
plus a nominal increase to offset the revenue reducing effect of changes in 
this subpart and subpart E. 


Subsection (b)—Wholesale dealers in beer 

This subsection is existing law (sec. 5111 (b) (1)) except that the existing 
rate of tax, $100, is changed to $123. 

Under existing law (in the same manner as explained under subsection 
(a) ), practically all wholesale dealers in beer also incur liability for special 
tax as retail dealers in beer (at a rate of $22 a year). Under the provisions 
of section 5123 (a) (2), a wholesale dealer in beer is exempt from special 
tax as a retail dealer in beer at his place of business. This change, therefore, 
in effect represents the effective special tax now paid by such dealer as a 
wholesale dealer in beer and a retail dealer in beer, plus a nominal increase 
to offset the revenue reducing effect of changes in this subpart and subpart B. 


Section 5112. DEFINITIONS 
Subsection (a)—Dealer 


This is a new definition which provides a basis for the definitions of 
wholesale dealer in liquors and wholesale dealer in beer in this seetion and 
a basis for the definitions of retail dealer in liquors, retail dealer in beer, 
and limited retail dealer in section 5122. This definition also establishes 
the meaning of the word “dealer” as used in this subpart, subpart BE, and 
subpart G. The phrase “foreign or domestic,” in the definitions of the 
various classes of dealers in existing law has been omitted in this defini- 
tion and the word “any” substituted therefor. It is intended that this sub- 
stitution shall make the definition applicable to persons selling, or offering 
for sale, either foreign or domestic liquors. However, it is not intended 
that this definition shall include persons selling, or offering for sale, de- 
natured distilled spirits or articles except as provided in section 5001 (a) (6). 


Subsection (b)—Wholesale dealers in liquors 


This definition of wholesale dealer in liquors represents a basic change 
from the definition of the term in existing law (sec. 5112 (a)). 

Under existing law (unless otherwise exempted), a person selling, or 
offering for sale, liquors in quantities of 5 wine gallons or more to the 
same person at the same time incurs liability for special tax as a wholesale 
dealer in liquors and is required to post a sign and report certain trans- 
actions. This subsection redefines the term “wholesale dealer in liquors” 
to mean any dealer, other than a wholesale dealer in beer, who sells, 
or offers for sale, distilled spirits, wines, or beer to another dealer, thus 
conforming the definition of wholesale dealer in liquors to the general 
meaning of the term in trade channels, and making it more nearly consistent 
with the meaning of the term as used in other Federal statutes and in State 
laws. This change and the related change (contained in sec. 5122 (a)) 
in the definition of retail dealer in liquors are intended to eliminate the 
arbitrary distinction between wholesale and retail dealers based on the 
quantity of liquors sold, or offered for sale, in a single transcation. The 
changes in definition and related changes in this subpart and subpart E 
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will relieve persons operating retail liquor stores, who sell in quantities 
of 5 wine gallons or more to consumers, from the requirements of the in- 
ternal revenue laws applicable to wholesale liquor dealers, such as the pay- 
ment of special tax as wholesale dealers, the posting of wholesale dealer 
signs, and the reporting of transactions. 


Subsection (c)—Wholesale dealer in beer 


This definition of wholesale dealer in beer represents a basic change 
from the definition of the term in existing law (sec. 5112 (b)). 

Under existing law (unless otherwise exempted), a person selling, or 
offering for sale, beer in quantities of 5 wine gallons or more to the same 
person at the same time incurs liability for special tax as a wholesale 
dealer in beer. This subsection redefines the term “wholesale dealer in 
beer” to mean any dealer who sells, or offers for sale, beer, but not distilled 
spirits or wines, to another dealer, thus conforming the definition of whole- 
sale dealer in beer to the general meaning of the term in trade channels 
and making it more nearly consistent with the meaning of the term as 
used in other Federal statutes and in State law. This change and the 
related change (contained in sec. 5122 (b)) in the definition of retail dealer 
in beer are intended to eliminate the arbitrary distinction between whole- 
sale and retail dealers based on the quantity of beer sold, or offered for 
sale, in a single transaction. The changes in definition and related changes 
in this subpart and subpart E will relieve persons engaged in the retail 
sale of beer, who sell in quantities of 5 wine gallons or more to consum- 
ers, from the payment of special tax as wholesale dealers. 


Section 5113. ExEMPrTions 


Subsection (a)—Sales by proprietors of distilled spirits plants, bonded wine 
cellars, or breweries 


Under existing law (secs. 5118 (a), (Bb), and (c), 5128 (a), 5306, and 
5144 (c)), distillers, brewers, winemakers, and proprietors of industrial 
alcohol plants and bonded warehouses are afforded certain exemptions from 
liability for special occupational tax as wholesale or retail dealer, with the 
exemption for each being on a somewhat different basis. This subsection 
will provide uniform exemptions for proprietors of distilled spirits plants, 
bonded wine cellars, and breweries. The provisions for exemption of pro- 
prietors of distilled spirits plants extends the exemptions to internal revenue 
bonded warehousemen and rectifiers, who are granted no exemptions under 
existing laws. These changes will place the special tax exemptions for plant 
proprietors on a more equitable basis, and will materially simplify the admin- 
istration of the applicable special tax laws. The revenue effect of these 
changes, which is relatively small, is offset by the gains which will result 
from the changes in the rates of special taxes in sections 5111 and 5121. 

The term “taxpaid storeroom operated in connection therewith” as used 
in this subsection is intended to include only those storage facilities, the 
operations of which are integrated with the operations of the distilled spirits 
plant, bonded wine cellar, or brewery, as the case may be, and are contiguous, 
adjacent, or in the same immediate vicinity. 


Subsection (b)—Sales by liquor stores operated by States or municipalities 


This is a new exemption which provides that no liquor store which is oper- 
ated by a State, political subdivision of a State, or incorporated municipality 
and which is engaged in the business of selling to persons other than dealers, 
shall be required to pay a special tax as a wholesale dealer by reason of 
sales to dealers qualified under the State or local laws, if such liquor store 
has paid the prescribed special tax as a retail dealer, and if such State, politi- 
cal subdivision, or municipality has paid the applicable special tax as a 
wholesale dealer at its principal place of business. The purpose of this pro- 
vision is to avoid a substantial increase in special tax in the case of States 
and municipalities which now sell liquors in quantities of less than 5 wine 
gallons from their retail outlets to taverns within their jurisdictions. With 
this exemption it is anticipated that the revenue derived from such liquor 
stores will be substantially unchanged. 

The term “liquor store,” as used in this subsection, is intended to mean a 
bona fide retail liquor store from which sales are regularly made to 
consumers. 
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Subsection (c)—Casual sales 


Paragraph (1)—Sales by creditors, fiduciaries, and officers of court 


This paragraph is existing law (sec. 5113 (d) (1), except for a clarify- 
ing change. Under existing law, exemption to special tax is afforded to 
creditors, fiduciaries, and officers of courts who sell distilled spirits, 
wines or beer which have been received by them in their capacities as 
such and are sold by them, as provided therein. This paragraph con- 
tinues the special tax exemption granted by existing law by providing 
that such persons shall not be deemed to be dealers, and thereby clarifies 
their exemption from the requirements of sections 5114 and 5124 respect- 
ing the keeping of records. 


Paragraph (2)—Sales by retiring partners or representatives of deceased 
partners to incoming or remaining partners 

This paragraph is existing law (sec. 5113 (d) (2)) except for a clari- 
fying change. Existing law in this instance, in the same manner as in 
the case of the preceding paragraph, affords special tax exemption in 
respect to sales of distilled spirits, wines, or beer, made by a retiring 
partner or the representatives of a deceased partner, to the incoming, 
remaining, or surviving partner or partners of a firm. This paragraph 
continues the special tax exemption granted by existing law by provid- 
ing that such persons shall not be deemed to be dealers and thereby clari- 
fies their exemption from the requirements of sections 5114 and 5124 
respecting the keeping of records. 


Paragraph (3)—Return of liquors for credit, refund, or exchange 
This paragraph is new. It is intended to clarify existing law and to 
remove certain administrative difficulties which exist because of the lack 
of specific exclusion of bona fide returns or exchanges of distilled spirits, 
wines, or beer from classification as sales; it has no revenue effect. 


Subsection (d)—Dealers making sales on purchaser dealer’s premises 
Paragraph (1)—Wholesale dealers in liquors 


This paragraph preserves the provisions of existing law (sec. 5123 
(b) (8)) in respect to the exemption afforded to wholesale dealers in 
liquors from special tax liability which would otherwise be incurred on 
account of sales of beer to other dealers, at the purchasers’ places of busi- 
ness, and extends the same exemption to sales of wine. This is intended 
to give wholesale dealers the same freedom in selling wine on the 
premises of purchasing dealers as is now allowed in the case of beer. 
No decrease in revenue will arise from this additional exemption, as 
wholesale dealers do not now pay special tax on the premises of retail 
dealers in order to obtain the privilege of consummating sales of wine 
at such locations. 

The exemption in existing law relating to retail dealers making sales 
on purchaser dealer premises is omitted since it is in conflict with other 
provisions of this subpart and subpart E, which provide that sales to 
other dealers may be made only by wholesale dealers. 


Paragraph (2)—Wholesale dealers in beer 


This paragraph preserves the provisions of existing law (sec. 5128 
(®) (8)) in respect to the exemption afforded to wholesale dealers in 
beer from special tax liability which would otherwise be incurred on 
account of sales of beer to other dealers, at the purchasers’ places of 
business. 


Subsection (e)—Sales by retail dealers in liquidation 


This subsection is derived from section 5123 (c) of existing law, which 
provides exemption from liability for special tax as wholesale dealer for a 
retail dealer in liquidation who sells out his entire stock in the prescribed 
parcel or parcels, even though a parcel might exceed 5 wine gallons. Because 
of the proposed changes in applicable definitions, it is necessary, in order to 
make the proposed exemption coextensive with that in existing law, to pro- 
vide that the sale of the parcel or parcels of goods may be made to other 
dealers. 

Minor modifications in language have been made for greater clarity. The 
principal such modification involves the change of the afforded exemption 
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from the imposition of special tax, as in existing law, to an exemption from 
being deemed a wholesale dealer. This change retains the exemption to 
special tax as a wholesale dealer, and in addition clarifies the exemption 
of such persons from the requirements of section 5114 respecting the keep- 
ing of records. 


Subsection (f)—Sales to limited retail dealers 


This subsection will establish new exemptions from special tax liability, 
which will permit a retail dealer in liquors or retail dealer in beer to sell 
at his place of business wines or beer, or beer only, respectively, to limited 
retail dealers (as defined in section 5122 (c)) without incurring liability 
for special tax as a wholesale dealer. The changes will resolve certain con- 
flicts between Federal law and the laws of some States, whereunder, because 
of differences in privileges extended to different classes of dealers, it would 
not otherwise be possible for any dealer to lawfully sell wines or beer to a 
on retail dealer. The revenue effect of these exemptions will be negli- 

e. 


Secrrion 5114. Recorps 


Subsection (a)—Requirements 
Paragraph (1)—Distilled spirits 


This paragraph is derived from existing law (sec. 5114 (a)) and 
retains the basic requirements thereof relating to the keeping of records 
and the submission of reports by wholesale dealers in liquors, except 
as follows: 

1. The basing of record keeping requirements on the quantities 
sold to one person at one time is deleted, in keeping with the redefi- 
nition of wholesale dealer in liquors. 

2. The requirement for the submission of transcripts and copies 
of records has been changed to require extracts from, or copies of, 
records. This change is intended to permit the requirement of either 
complete copies of records, or extracts of such portions of the 
records, as may be deemed necessary by the Secretary or his delegate. 

3. Provision is made that the Secretary or his delegate may, on 
application of a dealer, and in accordance with regulations, relieve 
the dealer until further notice from the requirements for the sub- 
mission of extracts from, or copies of, his records if he deems that 
the submission of such extracts or copies serves no useful purpose 
in law enforcement or in protection of the revenue. It has been 
found that under normal conditions reports are needed from only 
a small proportion of wholesale dealers, and this change will there- 
fore serve to relieve industry of the necessity of preparing and sub- 
mitting reports except when they will serve a useful purpose. 

Existing requirements for the submission of summaries are being 
retained for statistical and other purposes. 


Paragraph (2)—Wines and beer 


This paragraph is new. It will require every wholesale dealer to 
keep records of all wines and beer received, in the same manner as retail 
liquor dealers are required to do under existing law (sec. 5124). This 
requirement is not expected to work any hardship on any dealer, since 
commercial records, or copies thereof, should meet the requirements 
of this paragraph. 

This paragraph does not require the submission of reports. 

This new provision is considered necessary for the proper administra- 
tion of internal revenue law, particularly in view of provisions for 
payment of tax by return, as it will permit the verification of deliveries 
of wines or beer as shown in the taxpayers’ records by examination of 
the records of the receiving wholesale dealer. 


Subsection (b)—Haemption of States and incorporated municipalities 


This subsection is derived from existing law (sec. 5114 (b)) which exempts 
States and liquor stores operated by them from provisions of existing law 
(sec. 5114 (a@)) respecting the keeping of records and the submission of 
reports by wholesale liquor dealers, with the provision that the Secretary 
or his delegate may require the furnishing of transcripts, summaries, and 
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copies of their records. The exemption now granted to States is being 
extended to political subdivisions thereof, and to incorporated municipali- 
ties, in recognition of the fact that many political subdivisions and incor- 
porated municipalities are wholesale dealers in liquor (as defined in sec. 
5112), and present no major enforcement problem. The existing exemption 
is continued, and is extended to cover the requirements of paragraph (a) (2) 
provided such records are maintained and made available for inspection as 
will enable internal revenue officers to verify the receipts of wines and beer. 


Subsection (c)—Oross references 
SECTION 5115. SIGN REQUIRED ON PREMISES 
Subsection (a)—Requirements 


This subsection is existing law (sec. 5116 (a)) with two changes. The 
requirement for the placing and keeping of the sign is restricted to wholesale 
dealers in liquors required to pay special tax as such dealers, thus eliminat- 
ing the requirement in respect to those exempt from such special tax by 
reason of the provision of section 5113 (a) and (b). Provision is also made 
for conforming the wording of the sign to that on the dealer’s special tax 
stamp, as for example, “wholesale dealer in wines.” 


Subsection (b)—Cross references 
SEcTION 5116. PACKAGING DISTILLED SPIRITS FOR INDUSTRIAL USES 
Subsection (a)—General 


Under regulations promulgated pursuant to existing law, wholesale dealers 
in liquors may package alcohol for industrial purposes in containers in excess 
of 1 gallon and less than 5 gallons. 

This subsection provides for the continuation, under regulations, of sub- 
stantially the same operations, which otherwise would be prohibited because 
of other specific provisions in this chapter for bottling distilled spirits only 
on the premises of a distilled spirits plant. 

The present privilege, which extends only to wholesale dealers in liquors, 
is extended by this section to retail dealers in liquors to conform to the 
new definitions of wholesale and retail dealers, since sales of distilled 
spirits for industrial use may be made either to another dealer (in which 
case the vendor is a wholesale dealer) or to a person using the spirits for 
industrial purposes (in which instance the vendor is a retail dealer). 


Subsection (b)—Cross references 
SEcTION 5117. PRONIBITED PURCHASES BY DEALERS 


This section is new. It is intended to prohibit the purchase for resale of 
distilled spirits by a dealer (either wholesale or retail) from other than law- 
ful sources. In general, dealers will be required to purchase distilled spirits 
from wholesale dealers in liquors who have paid the special tax as such. How- 
ever, provision is made for such purchases from wholesale dealers in liquors 
who are exempt, at the place where such purchase is made, from payment of 
special tax as wholesale liquor dealer, so that purchases may be made from 
proprietors of distilled spirits plants, State liquor stores exempt from special 
tax as wholesale liquor dealer under section 5113 (b), or other wholesale liquor 
dealers exempt from such special tax. Provision is also made for purchases 
by dealers from persons who sell distilled spirits and who by reason of provi- 
sions of this chapter are not required to pay special tax as wholesale liquor 
dealers. 

Subpart E—Retail Dealers 


This subpart contains basic changes from existing law in the definitions of 
retail dealers and conforms to the changes made in subpart D with respect to 
the definnitions of wholesale dealers. Adjustments are made in this subpart 
in the existing rates of tax imposed on retail dealers in liquors and retail 
dealers in beer on order to offset the revenue reducing effect of changes in 
this subpart and in subpart D. These adjustments are distributed as equitably 
as practical in accordance with the benefits which it is anticipated will accrue 
to the various classes of dealers by reasons of the changes in existing law. 
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SECTION 5121. IMPOSITION AND RATE OF TAX 


Subsection (a)—Retail dealers in liquors 

This subsection is existing law (secs. 5121 (a) (1) and 5122 (a) and 
(c)) with two exceptions. 

The first change is that the special tax on retail dealers in liquors of 
$50 a year is increased to $54 a year. The purpose of this change in rates 
is to offset in part the revenue reducing effect of the change in definitions 
as they relate to retail liquor dealers. Under existing law, retail dealers 
who sell or offer for sale liquors in quantities of 5 gallons or more to the 
same person at the same time are required to pay an additional special 
tax of $200 a year as wholesale dealers in liquors. By reason of the 
ehanges in the definitions of wholesale dealers and retail dealers, no such 
additional liabiilty will be incurred by retail dealers in liquors if the sales, 
or offers to sell, are to persons other than dealers. 

The second change provides that a stamp may be issued to a retail drug 
store or pharmacy as a “medicinal spirits dealer” stamp. 


Subsection (b)—Retail dealers in beer 


This subsection is existing law (sec. 5121 (b) (1)) except for an increase 
in the rate of tax from $22 a year to $24 a year. The purpose of this 
change is similar to the purpose of the change in rate in subsection (a). 
Under existing law (in the same manner as explained under subsec. (a)), 
retail dealers in beer incur an additional liability of $100 per year when- 
ever they sell or offer for sale beer in quantities of 5 gallons or more. 
By reason of the change in the definitions of wholesale dealers and retail 
dealers, no such additional liability will be incurred by retail dealers in 
beer if the sales, or offers to sell, are to persons other than dealers. 


Subsection (c)—Limited retail dealers 


This subsection is derived from existing law (sec. 5121 (c)) and continues 
the existing rate of tax on limited retail dealers. 


SEcTION 5122. DEFINITIONS 
Subsection (a)—Retail dealer in liquors 


This definition of retail dealer in liquors represents a basic change in 
the definition of the term in existing law (sec. 5122 (a) ). 

Under existing law a retail dealer in liquors is a person selling, or offering 
for sale, liquors in quantities of less than 5 gallons to the same person 
at the same time. This subsection redefines the term “retail dealer in 
liquors” to mean any dealer, other than a retail dealer in beer or a limited 
retail dealer, who sells, or offers for sale, any distilled spirits, wines, or 
beer, to any person other than a dealer, thus conforming the definition of 
retail dealer in liquors to the general meaning of the term in trade channels 
and making it more nearly consistent with the meaning of the term as used 
in other Federal statutes and in State laws. This change and the related 
change (contained in sec. 5112 (b)) in the definition of wholesale dealer 
in liquors are intended to eliminate the arbitrary distinction between whole- 
sale and retail dealers based on the quantity of liquors sold, or offered for 
sale, in a single transaction. The changes in definition and related changes 
in this subpart and subpart D will relieve persons operating retail liquor 
stores who sell in quantities of 5 gallons or more to consumers from the 
requirements of the internal revenue laws applicable to wholesale liquor 
dealers, such as the payment of special tax as wholesale dealers, the posting 
of wholesale dealer signs, and the reporting of transactions. 


Subsection (b)—Retail dealer in beer 


This definition of retail dealer in beer represents a basic change in the 
definition of the term in existing law (sec. 5122 (b)). 

Under existing law a retail dealer in beer is a person selling, or offering 
for sale, beer in quantities of less than 5 gallons to the same person at the 
same time. This subsection redefines the term “retail dealer in beer” to 
mean any dealer, other than a limited retail dealer, who sells, or offers 
for sale, beer, but not distilled spirits or wines, to any person other than 
a dealer, thus conforming the definition of retail dealer in beer to the general 
meaning of the term in trade channels and making it more nearly consistent 
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with the meaning of the term as used in other Federal statutes and in State 
laws. This change and the related change (contained in sec. 5112 (c)) are 
intended to eliminate the arbitrary distinction between wholesale and retail 
dealers based on the quantity of beer sold, or offered for sale, in a single 
transaction. The changes in definition and related changes in this subpart 
and subpart D will relieve persons engaged in the retail sale of beer who 
sell in quantities of 5 gallons or more to consumers from the requirements 
of the internal revenue laws applicable to wholesale dealers in beer, such 
as the payment of special tax as wholesale dealers. 


Subsection (c)—Limited retail dealer 


This subsection is derived from existing law (sec. 5121 (c)) and retains 
without substantive change the provisions of existing law relating to sales 
of beer or wine by fraternal, civic, or other listed organizations or persons, 


if such organizations or persons are not otherwise engaged in business as a 
dealer. 


Secrion 5123. ExEMPTIONS 


Subsection (a)—Wholesale dealers 
Paragraph (1)—Wholesale dealers in liquors 


This is a new provision which exempts a wholesale dealer in liquors 
from the special tax as a retail dealer at any location where such 
wholesale dealer is required to pay special tax under section 5111 (a). 
This change will result in no loss in revenue, since the special tax rate 
for wholesale dealers in liquors is increased from $200 to $255 a year 
under the provisions of section 5111 (a). 


Paragraph (2)—Wholesale dealers in beer 


This is a new provision which parallels paragraph (1) in its purpose 
and effect by extending to wholesale dealers in beer a similar exemption 
from liability as retail dealers in beer. 


Subsection (b)—Business conducted in more than one location 
Paragraph (1)—Retail dealers at large 
This paragraph is existing law (sec. 5123 (b) (1). 
Paragraph (2)—Dealers on trains, aircraft, and boats 


This paragraph, with the exception of subparagraph (B), is existing 
law (sec. 5123 (b) (%)). Subparagraph (Bb) is new and extends the 
provisions of this paragraph (relating to the issuance of special tax 
stamps to retail dealers on trains, aircraft, or boats or other vessels, 
engaged in the business of carrying passengers) to persons carrying 
on the business of a retail dealer in liquors or a retail dealer in beer 
on boats or other vessels operated by them, when such persons operate 
from a fixed address in a port or harbor exclusively as ships chandlers 
supplying boats or other vessels at such ports or harbors. It is intended 
that subparagraph (B) be applicable only in the case of sales to boats 
or other vessels and that it is not to be construed to permit sales for 
consumption on either the vendor’s or the vendee’s boat. 


Subsection (c)—Cross references 


Seorion 5124. Recorps 





Subsection (a)—Receipts 


This subsection is a clarifying restatement of existing law (sec. 5124 (a) ) 
except that the requirements thereof have been specifically extended to 
retail dealers in beer. Under existing law, retail liquor deaiers are required 
to maintain records of receipts of beer, whereas no such specific statutory 
requirements exist with respect to retail dealers in beer. However, such 
records are generally maintained by such dealers. In view of the increased 
need for such records, due to the tax payment of beer on the basis of returns, 
it is deemed desirable to insure the maintenance and the availability of 
such records by law. 


Subsection (b)—Dispositions 


This is a new provision which authorizes the Secretary or his delegate, 
when he deems it necessary for law enforcement purposes or for the protec- 
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tion of the revenue, to require by regulations retail dealers in liquor and 
retail dealers in beer to keep records of the disposition of distilled spirits, 
wines, or beer. It is not the intent of this subsection that retail dealers 
in liquors and retail dealers in beer be required as a routine matter to keep 
records of all of their dispositions of distilled spirits, wines, or beer. 


Subsection (c)—Cross references 
Srorron 5125. Cross REFERENCES 


Subpart F—Nonbeverage Domestic Drawback Claimants 


Srcrion 5131. ELIGIBILITY AND RATE OF TAX 


Subsection (a)—Eligibility for drawback 


This subsection is existing law (sec. 5131 (a) ) with one substantial change. 
Under existing law, distilled spirits to be eligible for drawback must be 
produced in domestic registered distilleries or industrial alcohol plants. This 
provision has precluded the allowance of drawback on imported distilled 
spirits which have been withdrawn from customs custody without payment 
of tax and transferred to industrial alcohol bonded warehouses. Section 
5232 authorizes the withdrawal from customs custody of distilled spirits 
of 185° or more of proof without payment of tax for transfer to the bonded 
premises of a distilled spirits plant. This subsection eliminates the existing 
discrimination against the use of such imported distilled spirits in the manu- 
facture of nonbeverage products subject to drawback by providing for 
the use of any distilled spirits withdrawn from the bonded premises of a 
distilled spirits plant. 


Subsection (b)—Rate of tar 


This subsection is existing law (sec. 5131 (b)) except that the word 
“withdrawals,” wherever it appeared, has been changed to “use,” to con- 
form to the language of section 5134 and to conform to the construction of 
existing law. 

Section 5132. REGISTRATION AND REGULATION 
This section is existing law (sec. 5132). 


SEcTION 5133. INVESTIGATION OF CLAIMS 


This section is a clarifying restatement of existing law (sec. 5133) without 
substantive change. 


SECTION 5134. DRAWBACK 


Subsection (a)—Rate of drawback 


This subsection is existing law (sec. 5134 (a@)) except for the deletion 
of obsolete material relating to drawback in the case of distilled spirits 
taxpaid prior to November 1, 1951. 


Subsection (b)—Claims 
This subsection is existing law (sec. 5/34 (b)). 


Subpart G—General Provisions 


SeEcTION 5141. CROSS REFERENCE 
SEcTION 5142. PAYMENT OF TAX 


Subsection (a)—Condition precedent to carrying on business 


This subsection is existing law (sec. 5142 (a) ) except for the deletion of the 
words “in the manner provided in this part.” The effect of this change and of 
the deletion of section 5143 of existing law is to require payment of occupa- 
tional taxes imposed by this part on or before engaging in a trade or business 
on which such taxes are imposed. 

Under existing law (sec. 5148 (a@)) each person engaged in or carrying 
on any trade or business subject to special tax under chapter 51 is required 
to file a return and pay the tax at such time during the calendar month 
in which the special tax liability commences as will enable the Secretary 
or his delegate to receive such return and tax not later than the last day 
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of such month. Under existing law for continuing businesses, such special 
taxes are collected during the month of July. 

The purpose of changing the time of payment of special taxes imposed 
under this part is to facilitate enforcement of the provisions relating to 
special tax. This change is consistent with the provisions of section 4901 
of existing law relating to the time for payment of certain other types of 
occupational taxes. 


The provisions of this subsection are not applicable to non-beverage manu- 
facturers paying special tax imposed by section 5131. 
Subsection (b)—Computation 


This subsection is a clarifying restatement of existing law (sec. 5142 (b)) 
without substantive change. 


Subsection (c)—How paid 
Paragraph (1)—Stamp 
This paragraph is existing law (sec. 5142 (c)). 
Paragraph (2)—Cross reference 





SEcTION 51.43. PROVISIONS RELATING TO LIABILITY FOR OCCUPATIONAL TAXES 


Subsection (a)—Partners 

This subsection is existing law (sec. 5144 (a)) except for the change of 
the word “copartnership” to “partnership.” ‘This change is for the purpose 
of using more accurate terminology and is not intended to change the sub- 
stantive effect of this provision. 
Subsection (b)—Different businesses of same ownership and location 

This subsection is existing law (sec. 5144 (b)). 
Subsection (c)—Businesses in more than one location 

Paragraph (1)—Liability for tar 

This paragraph is a clarifying restatement of existing law (sec. 5144 
(c)). The word “the” preceding “special tax” is changed to “a” in order 
to clearly include all special taxes imposed by this part under the pro- 
visions of this paragraph. The provisions relating to keeping the regis- 
ter are also clarified. 

Paragraph (2)—Storage 

This paragraph is a clarifying restatement of existing law (sec. 5144 
(c)). The term “liquors” has been substituted for the words “goods, 
wares, or merchandise” as more accurate language. 

This paragraph covers only the exemption from payment of special 
taxes at places where liquors are stored but not sold or offered for sale. 
Paragraph (3)—Definition of place 

This paragraph is a clarifying restatement of existing law (sec. 
5144 (C)). 

Subsection (d)—Death or change of location 
This subsection is existing law (sec. 5144 (d)) except for clarifying 
changes. The phrase “the surviving spouse” is substituted for “his wife.” 
The term “wife” as used in this subsection is construed under existing law as 
including “husband.” The provision with respect to keeping the register of 
special taxpayers is rephrased for clarification. 
Subsection (e)—Federal agencies or instrumentalities 
This subsection is existing law (sec. 5144 (e)). 
SEcTION 5144. SUPPLY OF STAMPS 
This section is existing law (sec. 5145) except that the word “worms” has been 
changed to “condensers” as a conforming change in nomenclature, 
SecTIon 5145. APPLICATION OF STATE LAWS. 
This section is existing law (sec. 5148). 
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SecTIon 5146, PRESERVATION AND INSPECTION OF RECORDS, AND ENTRY OF PREMISES 
FOR INSPECTION 


Subsection (a)—Preservation and inspection of records 


This subsection combines the provisions of existing law (secs. 511§ (a), 
5124 (b), and 5124 (c)) relating to the preservation and inspection of records 
of wholesale and retail dealers. 

The term “or other documents” has been added to clarify the requirements 
for preservation and authorization for inspection of any records or docu- 
ments required to be kept under this part. 

The specific statutory period for the preservation of records (2 years) 
has been omitted and authority provided for the Secretary or his delegate 
to prescribe the period of retention by regulations. This change is made 
to provide for more flexible recordkeeping requirements and is consistent 
with similar changes in other provisions of this chapter. 

The specific provision for taking abstracts has been omitted, as the author- 
ity to examine records includes the authority to take abstracts therefrom. 


Subsection (b)—Entry of premises for inspection 


While existing law (sec. 7606) provides authority for the entry of premises 
where taxable articles are kept for purposes of inspection, this subsection 
gives specific authority to the Secretary or his delegate to enter during 
business hours the premises (including places of storage) of any dealer 
for the purpose of inspection or examining any records or documents re- 
quired to be kept by such dealer under this chapter or regulations issued 
pursuant thereto, and any distilled spirits, wine, or beer kept by such 
dealer on such premises. The purpose of this subsection is to reaffirm and 
clarify the authority of the Secretary or his delegate with regard to the 
entry of wholesale and retail dealer premises for purposes of inspection. 


SecTION 5147. APPLICATION OF SUBPART 


This section is existing law (sec. 5149) except that the reference to chapter 
53 is deleted, since section 5846 of existing law governs the applicability of the 
provisions relating to special tax in the case of chapter 53. 


SEcTION 5148. CROSS REFERENCES 


Subchapter B—Qualification Requirements for Distilled Spirits Plants 


SEcTION 5171. ESTABLISHMENT 


Under existing law (secs. 5172, 5175 (a), 5178, 5231, 5243 (a), 5271 (a), 5301, 
5302, 5303, 5304 (a) (1), 53805 and 5331 (a) (1) there are nine completely sepa- 
rate establishments which are required to be qualified under the internal revenue 
laws in order to perform all of the activities relating to production, storage, 
denaturation, rectification, and bottling of distilled spirits. There are sub- 
stantial differences in the existing requirements for the establishment of the 
various types of plants for the performance of these operations. This section 
provides, in lieu of the nine separate existing establishments (registered dis- 
tillery, fruit distillery, industrial alcohol plant, internal revenue bonded ware- 
house, industrial alcohol bonded warehouse, industrial alcohol denaturing 
plant, distillery denaturing bonded warehouse, rectifying plant, and taxpaid 
bottling house), for a single distilled spirits plant. In a distilled spirits plant 
the proprietor may perform such of the functions of the nine separate establish- 
ments as he may qualify to perform under the provisions of this chapter. The 
consolidation of the types of establishments will facilitate simplification of pro- 
cedures for the Government and for plant proprietors, particularly those pro- 
prietors who desire to perform functions now requiring the qualification of 
more than one type of plant. 


Subsection (a)—General requirements 


Under existing law, persons, intending to produce distilled spirits are 
required to qualify as proprietors of registered distilleries, fruit distilleries, 
or industrial alcohol plants; those intending to store distilled spirits in bond 
are required to qualify as proprietors of internal revenue bonded ware- 
houses or industrial alcohol bonded warehouses ; those intending to denature 
distilled spirits are required to qualify as proprietors of industrial alcohol 
denaturing plants or distillery denaturing bonded warehouses; those in- 
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tending to rectify distilled spirits are required to qualify as proprietors 
of rectifying plants; and those intending to bottle distilled spirits after pay- 
ment or determination of tax are required to qualify as proprietors of 
taxpaid bottling houses, unless qualified as proprietors of rectifying plants. 
The requirements for qualifying to commence or continue such businesses 
are different. 

This subsection provides, in lieu thereof, uniform requirements for the 
registration of distilled spirits plants. It not only requires that every 
person shall make application for, and receive notice of, the registration 
of his plant before engaging in the business of a distiller, bonded ware- 
houseman, rectifier, or bottler of distilled spirits, but also provides that the 
Secretary or his delegate may require reregistration under such conditions 
as he may by regulations prescribe. The provision that no plant shall be 
registered under this section until the applicant has complied with the laws 
and regulations in relation to the qualification thereof is intended to be 
equally applicable in the case of applications required to be filed subsequent 
to initial registration. 

The function of denaturation, which under existing law requires separate 
qualifications, will, under the conditions and within the limitations pre- 
scribed in this chapter, be performed on the bonded premises of a dis- 
tilled spirits plant. 


Subsection (b)—Permits 


Paragraph (1) Requirements 


Under existing law it is unlawful, pm pursuant to a basic permit 
issued by the Secretary or his delegate under the provisions of the 
Federal Alcohol Administration Act, to engage in the business of distill- 
ing distilled spirits, rectifying or blending distilled spirts or wine, or 
bottling, or warehousing and bottling, distilled spirits. As used in such 
act the term “distilled spirits” means distilled spirits for nonindustrial 
use. 

Existing provisions of the Internal Revenue Code (secs. 5301, 5302, 
5303 and 5304 (a) (1)) require permits for the establishment of indus- 
trial alcohol plants, industrial alcohol bonded warehouses, and industrial 
alcohol denaturing plants. 

The basic effect of this paragraph is to place all distilling, warehous- 
ing, denaturing, rectifying, and bottling operations under permit, by 
providing that every person required to file an application for registra- 
tion under subsection (a), whose distilling, warehousing, or bottling 
operations (or any part thereof) are not required to be covered by a 
basic permit under the Federal Alcohol Administration Act shall, before 
commencing any such operations, apply for and obtain a permit to engage 
in such operations under this subsection from the Secretary or his 
delegate. 

The provisions of section 5271 (b), (c), (d), (e), (f), (g) and (h) 
and section 5274, pertaining to applications and permits for industrial 
use of distilled spirits, are extended to applications, to persons filing 
applications, and to permits required by or issued under this subsection. 


Paragraph (2)—Ezaceptions for agency of a State or political subdivision 


Agencies of States or political subdivisions thereof, or officers or 
employees of such agencies, engaged in the business of distilling distilled 
spirits, rectifying or blending distilled spirits or wine, or bottling, or 
warehousing and bottling, distilled spirits, are not required to obtain 
permits under the provisions of the Federal Alcohol Administration 
Act. However, under existing internal revenue laws, such agencies 
or persons establishing industrial alcohol plants, industrial alcohol 
bonded warehouses, or industrial alcohol denaturing plants are required 
to obtain permits. This paragraph provides that paragraph (1) shall 
not apply to any agency of a State or political subdivision thereof or 
to any officer or employee of such agency, and that no such agency 
or Officer or employee shall be required to obtain a permit under para- 
graph (1). This exception is applicable only to officers or employees 
acting in an official capacity, and applies only to permits and not to 
the registration requirements contained in subsection (a). 
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Paragraph (3)—Continuance of business 


This paragraph provides for the continuation of existing operations 
in plants qualified under the internal revenue laws, pending reasonable 
opportunity to make an application for permit, and final action on such 
application, provided that the provisions of this chapter relating to 
qualification are otherwise complied with. 


Subsection (c)—Cross reference 


SeEcTION 5172. APPLICATION 


In lieu of various provisions of existing law (secs. 5172, 5175 (a), 5178, 
§231, 5243 (a), 5271 (a), 5301, 5302, 5303, 5305 and 5331 (a) (1)) in respect 
to information to be furnished in connection with the qualification of the various 
types of plants, this section specifies that certain information be disclosed in the 
application for registration required under the provisions of section 5171 (a), 
and provides discretionary authority for the Secretary or his delegate to require 
by regulations any other information which he deems necessary for the purpose 
of carrying out the provisions of this chapter. 


SecrIon 5173. QUALIFICATION BONDS 


This section is principally derived from the various provisions of existing law 
relating to bonds required for qualifying and operating a registered distillery, 
fruit distillery, industrial alcohol plant, industrial alcohol bonded warehouse, 
industrial alcohol denaturing plant, internal revenue bonded warehouse, distillery 
denaturing bonded warehouse, or rectifying plant, and consolidates these provi- 
sions to provide greater uniformity in the bonding requirements for the functions 
of distilling, bonded warehousing, and rectifying, as well as to increase revenue 
security and simplify bonding requirements. This section does not provide for 
separate bonds for denaturation, as is required by existing law (secs. 5303 
and 5331), since denaturation will be performed under the operating bond given 
by the proprietor of the distilled spirits plant in which the distilled spirits are 
denatured. 


Subsection (a)—General provisions 


This subsection consolidates and restates the provisions of existing law 
(secs. 5172, 5176 (a), 53822 (a), 5272 (a), 5801, 53802, 5303, 5804 (a) (5), 
5305 and 5331 (a) (3)) and regulations issued pursuant thereto in respect 
to the general conditions of operating bonds given by proprietors of regis- 
tered distilleries, fruit distilleries, industrial alcohol plants, internal revenue 
bonded warehouses, industrial alcohol bonded warehouses, industrial alcohol 
denaturing plants, distillery denaturing bonded warehouses, and rectifying 
plants, and continues their application to persons intending to commence 
or to continue the business of a distiller, bonded warehouseman, or rectifier. 


Subsection (b)—Distiller’s bond 


This subsection is principally derived from existing law (secs. 5176 (a) 
and (d) and 5177) relating to distiller’s bonds. Through the elimination 
of specific provisions in existing law (secs. 5301 and 5306) relating to bonds 
of industrial alcohol plants, the provisions of this subsection will apply to 
all production of distilled spirits, and to denaturation when performed by 
the producer of the spirits without entry into bonded storage, on the basis 
of the production gauge. 

The first sentence of this subsection is in conformity with existing law 
and regulations in respect to distilleries. The requirement in existing law 
for the execution of a new bond on May 1 of each year is eliminated, so 
that the Secretary or his delegate may prescribe continuing bonds, or bonds 
for specific periods. 


Paragraph (1)—Conditions of approval 
This paragraph is a clarifying restatement of existing law (secs. 
5176 (a), 5177 (Bb) (1), (2) and (3), and 5177 (c)) in respect to distil- 
leries, except for certain provisions in subparagraphs (A) and (D). 
Subparagraph (A) is a restatement of existing law (sec. 5177 (c)) 
except that the provisions relating to appeal in the case of refusal 
of the designated officer to approve the bond are omitted, since 


secion 5551 (c) is intended to be applicable to appeals from the 
disapproval of such bonds. 
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The provisions of existing law (secs. 5004 (a) (1) and 5004 (b) subjecting 
the lot or tract of land on which the distillery is situated, the distillery, 
the buildings, and the distillery apparatus to lien for the tax on the spirits 
produced have resulted in administrative complexities for the Government 
and have placed a burden upon industry by requiring the maintenance of 
extremely high fixed assets, by restricting the removal of obsolete equip- 
ment, and by preventing the temporary installation of experimental equip- 
ment not owned by the proprietor. In order to afford relief from these 
conditions it is provided in subparagraph (D) that an indemnity bond 
(similar to one required under existing law (sec. 5177 (b) (8)) in lieu of 
the lien on the property where the distiller is not the owner in fee thereof 
without encumbrance) may be filed and accepted in lieu of the lien. Under 
this provision the distiller, on the posting of an indemnity bond, may free 
himself from the statutory lien on his property for tax on distilled spirits 
produced during the term of such bond, If the bond is so conditioned and 
so accepted by the Secretary or his delegate, it will also stand in lieu of 
liens on the property arising from prior production, as provided in section 
5004 (b) (3) (B). 

Under existing law (sec. 5176 (a)), the distiller’s bond is conditioned 
that he shall not suffer the property to be encumbered. This paragraph 
continues this provision, but provides an exception during the term of an 
indemnity bond authorized by subparagraph (D). 

The indemnity bond provided for in existing law (sec. 5177 (b) (8)) is 
required to be in a penal sum equal to the appraised value of the property. 
Such appraised value in many instances is so high as to make unrealistic 
the requirement of such penal sum. This paragraph provides that the 
penal sum shall be equal to the appraised values of the property, but not 
to exceed $300,000. 


Paragraph (2)—Cancellation of indemnity bond 


This paragraph is new and makes provision for the cancellation of 
an indemnity bond when the liability for which it was given ceases to 
exist. This provision will serve the same purpose in respect to indemnity 
bonds given in lieu of lien as that now served by the provisions of 
existing law (sec. 5004 (a) (4)) for the issuance of a certificate of 
discharge of lien. 


Paragraph (3)—Judicial sale 
This paragraph is existing law (sec. 5177 (b) (4)). 


Subsection (c)—Bonded warehouseman’s bonds 

This subsection is principally derived from existing law (sec. 5232 (a)) 
relating to bonds for internal revenue bonded warehouses and is intended 
to establish uniform provisions for bonds for the warehousing of all types 
of distilled spirits. Through the elimination of specific provisions in existing 
law (secs. 5302, 53803, 5306, and 5331 (a) (8)) relating to bonds of indus- 
trial alcohol bonded warehouses, industrial aleohol denaturing plants, and 
distillery denaturing bonded warehouses, its provisions will be applicable to 
all bonded warehousing of distilled spirits, and to the denaturation thereof 
when performed after entry of the spirits into bonded storage. 


Paragraph (1)—General requirements 


The provisions relating to the penal sum of the bond are the same as 
provided in existing law (see. 5232 (a) ), and regulations issued pursuant 
thereto, for internal revenue bonded warehouses. 

The provisions of subparagraph (A) relating to the 8-year bonding 
period are existing law (sec, 5232 (a)) in respect to internal revenue 
bonded warehouses, but industrial alcohol bonded warehouses are exempt 
therefrom under existing law (sec. 5306). In order to establish uni- 
formity in this regard, the provisions of this subsection are applicable 
to all bonded warehousing of distilled spirits. Since the bonded storage 
of alcohol involves no aging or maturing of the product, such provisions 
will not adversely affect the storage of such spirits. Accounting for 
bulk spirits is simplified by provision for the use of a first-in, first-out 
principle in computing the 8-year period for spirits in storage tanks. 

The exception provided in paragraph (2) permits the Secretary or 
his delegate to specify by regulations certain bonded warehousing opera- 
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tions, not involving the storage of more than 500 wooden casks or 
packages, for which a bond in maximum penal sum of less than $200,000 
may be approved. This exception recognizes that the risk of unauthor- 
ized removal of spirits on storage may be greater when they are stored 
in wood than when stored in metal drums or bulk tanks; first because 
the normal soakage, leakage, and evaporation of distilled spirits from 
wooden containers makes precise accounting for such spirits impossible, 
and, second, because illegal access to the contents of a wooden package 
is more difficult to detect than such access to the contents of a properly 
sealed or protected metal drum or tank. 


Subsection (d)—Rectifier’s bond 


This subsection corresponds to provisions of regulations issued under 
existing law (sec. 5272 (a) ) for the bonding of rectifiers. 


Subsection (e)—Combined operations 
Paragraph (1)—Distilled spirits plants 


This paragraph adopts principles used in regulations issued under 
existing law (sec. 5304 (a) (5)) in setting maximum penal sums of 
bonds for the operation of an industrial alcohol plant, industrial alcohol 
bonded warehouse, and denaturing plant, or any two of these plants, 
that is, that the total penal sum of bonds for two or more related opera- 
tions need not be as large as the total of bonds required for the individual 
operations, since the Government has available the total amount of the 
combined bond in respect to any operation. In no case will the Gov- 
ernment’s protection as to any operation be less than the protection 
provided under existing law. 


Paragraph (2)—Distilled spirit plants and adjacent bonded wine Cellars 

This paragraph is new and makes further application of the principle 
applied in paragraph (1) to distilled spirits plants producing distilled 
spirits adjacent to bonded wine cellars. There is an interrelation be- 
tween such plants and such wine cellars, since the distilling material is 
usually fermented in the bonded wine cellar, and the brandy used in the 
production of wine is usually produced in the adjacent distilled spirits 
plant. 


Subsection (f)—Blanket bonds 


This subsection is new. It provides discretionary authority for the 
Secretary or his delegate to authorize, by regulations, a person (including, 
in the case of a corporation, controlled or wholly owned subsidiaries) 
operating more than one distilled spirits plant in a designated geographical 
area to give a single bond covering his operations at those plants and 
bonded wine cellars adjacent to such plants which would otherwise be 
covered under a combined operations bond. For the purpose of this sub- 
section, a controlled subsidiary is intended to mean a corporation of which 
at least 51 percent of the voting shares is owned by the parent corporation. 
The penal sum of the blanket bond will be based upon the total of the 
penal sums of bonds which would be required under subsections (b) (other 
than indemnity bonds), (c), and (d), or in lieu thereof, (e), as to each 
plant, according to the table given in the text, which provides that if 
the total of such bonds would be more than $300,000, the blanket bond 
may be in less penal sum than the total penal sums of the bonds in lieu of 
which it is given. 


Subsection (g)—Liability under combined operations and blanket bonds 


This subsection is new. The interests of the Government are served by 
its provision that the total amount of any bond given under subsection (e) or 
(f) shall be available for the satisfaction of any liability incurred under any 
of the terms or conditions of the individual bonds for which the combined 
or blanket bond is substituted. 


SecTION 5174. WITHDRAWAL BONDS 

This section provides uniform requirements for bonds to secure the tax on dis- 
tilled spirits withdrawn from bonded premises subject to tax if collection is made 
on the basis of a return as provided in section 5061 (a), and provides authority 
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for the extension of the privilege of withdrawing distilled spirits on determina- 
tion of tax to rectifiers and bottlers whu make application for such privilege, 
assume liability for the payment of the tax, post a withdrawal bond, and comply 
with such other requirements as the Secretary or his delegate may by regulations 
prescribe. 


Subsection (a)—Requirements 


Paragraph (1) is existing law (secs. 5176 (b) and 5232 (b)) in respect 
to the posting of bonds for the withdrawal of distilled spirits from bond 
on determination of tax by distillers and proprietors of internal revenue 
bonded warehouses. It extends such provisions to all qualified producers 
and bonded warehousemen of distilled spirits who desire to defer pay- 
ment of the tax under regulations issued pursuant to the provisions of 
section 5061 (a). As provided in existing law, the form and penal sum 
of such bonds would be prescribed by regulations issued by the Secretary 
or his delegate. 

Paragraph (2) constitutes an important change in existing law. It 
provides that, in lieu of the posting of bond by the proprietor of the 
bonded premises from which the distilled spirits are withdrawn, as pro- 
vided in paragraph (1), the proprietor of a distilled spirits plant au- 
thorized to receive the distilled spirits for rectifying or bottling may, 
upon application, assume liability at the receiving plant for payment of 
the tax, and furnish bond therefor. No limitation is placed on the penal 
sum of this bond, and, as provided in paragraph (1), the form and _ 
sum of such bond are to be prescribed by regulations. 


Subsection (b)—Release of other bonds 


Under existing law the operating bonds of proprietors of registered distil- 
leries and internal revenue bonded warehouses continue to cover liability 
for tax until the tax is paid, and thus supplement bonds given for with- 
drawals on determination of tax. This subsection relieyes the operating 
bonds of proprietors of distilled spirits plants from liability for the payment 
of the tax imposed under section 5001 (a) when distilled spirits are with- 
drawn from bonded premises under a bond filed pursuant to subsection (a). 

This separation of bond liability provides a clearer basis for evaluation of 
risk and frees the operating bonds to cover the risk which they have his- 
torically covered under the system where the tax was paid prior to with- 
drawal of distilled spirits from bond. 


SEcTION 5175. Export BONDS 


This section is derived from existing law (secs. 5243 (e) and 5247 (a)) and 
incorporates several important changes, as follows: 

(1) The limitations of existing law (sec. 5247 (a)) that the exportation 
of distilled spirits be at the instance of the owner of the spirits and in the 
original casks or packages, or in packages filled from such casks or packages, 
are considered to impose unnecessary restrictions, and are accordingly 
deleted. 

(2) Provision is made in case of distilled spirits withdrawn for exporta- 
tion without payment of tax on application of the proprietor of the bonded 
premises from which the spirits are withdrawn, that the bond of the pro- 
prietor covering operations on his bonded premises shall also cover the ex- 
portation, and the bond specified in subsection (a) shall not be required. It 
is believed that the Govenrment is afforded adequate security in such cases 
without recourse to special export bonds. 

(3) The provisions of existing law (sec. 5243 (e)) prohibiting the allow- 
ance of drawback upon any spirits bottled in bond are deleted. This will 
permit proprietors to taxpay bottled-in-bond products if they so desire and 
export the bottled-in-bond goods with benefit of drawback in the same man- 
ner as other taxpaid spirits. This affords proprietors greater flexibility in 
operations in connection with the exportation of bottled-in-bond distilled 
spirits, which, under existing law, can be stocked for exportation only in 
internal revenue bonded warehouses. 


Section 5176. NEw OR RENEWED BONDS 


Subsection (a)—General 


This subsection is existing law in respect to operating bonds of distillers 
and internal revenue bonded warehousemen (secs. 5176 (c) and 5282 (c)) 
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except that the provision for a new bond in case of the death of any surety 
has been deleted, as individual sureties are no longer accepted on these bonds. 
The provisions are extended to apply to all bonds required or given under 
sections 5173, 5174, and 5175. 


Subsection (b)—Bonded warehouseman’s bonds 


This subsection is a restatement of existing law (sec. 5232 (c)) in respect 
to internal revenue bonded warehouses. The language has been rephrased 
for clarification, and the provisions are made applicable to the function of 
storing distilled spirits in bond on the bonded premises of any distilled spirits 
plant. 


Srecrion 5177. OTHER PROVISIONS RELATING TO BONDS 


Subsection (a)—General provisions relating to bonds 


Section 5551 of existing law is applicable to bonds required to commence 
or continue the business of a distiller or rectifier. This subsection is intended 
to extend the provisions of section 5551 to all bonds required by or given 
under sections 5173, 5174, and 5175. 


Subsection (b)—Cross references 
SEcTION 5178. PREMISES OF DISTILLED SPIRITS PLANTS 
Subsection (a)—Location, construction, and arrangement 
Paragraph (1)—General 


Subparagraph (A) provides general authority for the prescribing 
of regulations relating to the location, construction, arrangement, 
and protection of distilled spirits plants in lieu of the detailed statu- 
tory requirements in existing laws (secs. 5173 (a), (b), and (c), 
5231, 5271 (a), 5273 (a), and 5305) relating to the location, construc- 
tion, arrangement, and protection of the various types of plants 
which under existing law perform the functions of distilled spirits 
plants. The detailed requirements in existing law have caused 
administrative difficulties and impeded the technological progress 
of industry. 

Subparagraph (B) applies the restrictions in existing law (sec. 
1571 (a)) relating to the location of registered distilleries to the 
location of distilled spirits plants for the production of distilled 
spirits, except that the specific provisions prohibiting the location 
of such plants on premises where vinegar is manufactured or pro- 
duced. or where sugars or sirups are refined, are deleted. The 
carrying on of businesses other than those listed in this paragraph 
is prohibited except when authorized under the provisions of 
subsection (b). 

Subparagraph (C) is intended to permit the Secretary or his 
delegate to approve the location, construction, and arrangement of 
any existing registered distillery, fruit distjllery, industrial alco- 
hol plant, internal revenue bonded warehouse, industrial alcohol 
bonded warehouse, industrial alcohol denaturing plant, distillery 
denaturing bonded warehouse, rectifying plant, or taxpaid bottling 
house (or any combination thereof under the same proprietorship 
in the same general location) for a distilled spirits plant for the 
performance of the same general functions as the present plant 
(or plants), if he deems that the location, construction, and ar- 
rangement thereof will afford adequate security to the revenue. 

Paragraph (2)—Production facilities 

Subparagraph (A) is derived from existing law (sec. 5307) 
which provides that alcohol may be produced at any qualified 
industrial alcohol plant from any raw materials or by any process 
suitable for the production of alcohol, and extends this principle 
to provide that production facilities of a distilled spirits plant may 
be used to produce any type of distilled spirits from any source or 
substance. Under these provisions the artificial distinctions be- 
tween production facilities, based upon their qualification as either 
distilleries or industrial alcohol plants, are eliminated. 
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Subparagraph (B) retains the general principle expressed in ex- 
isting law (sec. 5178 (b)) that the distilling system shall be so 
connected and constructed as to prevent the abstraction of spirits 
prior to their deposit in receiving cisterns, with modifications to 
permit greater flexibility in operations and utilization of 
modern technological developments in producing and gauging dis- 
tilled spirits. The term “deposit in receiving cisterns” is deleted 
and “‘production gauge” is substituted, since gauging by meters or 
other devices is now feasible without deposit of the spirits in a tank 
or cistern. Also, large quantities of distilled spirits for industrial 
use are produced without fermentation in chemical. processes 
wherein the product is neither potable nor readily recoverable 
as potable distilled spirits during preliminary stages of the pro- 
duction process. The maintenance of a closed, sealed, distilling 
system at these stages or production entails unnecessary admin- 
istrative expense and needlessly hampers the _ proprietor’s 
operations. 

Subparagraph (C) is derived from existing law (see. 5173 (a), 
(b), and (c) relating to registered distilleries, and is made ap- 
plicable to bonded premises of distilled spirits plants, whether 
used for production or bonded warehousing, or both. This change 
in existing law is consistent with the greater flexibility in utiliza- 
tion of facilities provided for in this chapter. 


Paragraph (3)—Bonded warehousing facilities 


This paragraph contains provisions for the establishment of bonded 
warehousing facilities. Under the discretion granted the Secretary 
in existing law (sec. 5231) to establish warehouses, regulations have 
permitted a distiller to establish an internal revenue bonded ware- 
house on, or contiguous to, his distillery, and have permitted the es- 
tablishment of warehouses at other locations by any person only upon 
a showing of a publie need therefor. Also, within the discretion granted 
under existing law (sec. 5802) relating to industrial alcohol bonded 
warehouses, regulations have permitted the establishment of such ware- 
houses by the proprietor of an industrial alcohol plant on the prem- 
ises of his producing plant, or elsewhere. With the unification of all 
of these producing and warehousing operations within the concept of 
the distilled spirits plant, the basic authority of the Secretary to limit 
the establishment of facilities for bonded warehousing (other than 
those established in conjunction with production facilities) has been 
retained for the protection of the revenue and to avoid excessive super- 
visory and administrative costs. 

This paragraph also retains requirements of existing law and regu- 
lations that casks, packages, cases, or similar portable containers in 
bond be stored in a room or building used solely for the storage or 
packaging of,distilled spirits. This degree of protection is not required 
for the storage of distilled spirits in suitably constructed and pro- 
tected storage tanks. 


Paragraph (4)—Bottling facilities 


Subparagraph (A) retains the authority for bonded warehouse- 
men te establish facilities for the traditional bottling of distilled 
spirits in bond as provided under existing law (sec. 5243 (a)). By 
confining this authorization to those proprietors who are authorized 
to store distilled spirits in casks, packages, cases, or similar port- 
able approved containers it is intended to limit bottling in bond 
to the type of premises where it is permitted under existing law, 
and to the bottling of beverage products. The bottling of alcohol 
on bonded premises is governed by the provisions of section 5235. 

Subparagraph (B) is derived from existing law (secs. 5271 (a) 
and 5278 (a)) pertaining to the establishment of facilities for 
rectification, and the purposes for which such facilities may be 
used. The provisions relating to the establishment of such facilities 
as a separate distilled spirits plant, or as a part of a distilled 
spirits plant also qualified for the production or bonded warehous- 
ing of distilled spirits, are in keeping with the concept of the 
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distilled spirits plant under which it is intended that facilities 
for producing, bonded warehousing, denaturing, rectifying, or bot- 
tiling, under one proprietorship and in one general location, be 
qualified, wherever practical, as a single distilled spirits plant. 

Subparagraph (C) is intended to preserve the equivalent of the 
present taxpaid bottling house, wherein distilled spirits may be 
bottled without rectification. Regulations promulgated under exist- 
ing law provide for the establishment of such plants under restric- 
tions substantially as set forth in this subparagraph. Restrictions of 
this nature are considered essential to protect the revenue and to 
avoid additional supervisory cost, and are consistent with the pro- 
visions of the Federal Alcohol Administration Act relating to bulk 
sales and bottling (27 U.S. C. 206). 

Subparagraph (D) is derived from existing law (secs. 5271 (a) 
and 5273 (a)) and is intended to prohibit the establishment of 
bottling premises on the bonded premises of a distilled spirits plant 
and to provide authority for the promulgation of regulations relating 
to the means and manner of separation of bottling premises from 
the bonded premises of a distilled spirits plant. 

Paragraph (5)—Denaturing facilities 

Under existing law (secs. 5803, 5305, and 5331 (a)) denaturation 
is performed in separately qualified plants. This paragraph provides 
that denaturing facilities established on the bonded premises of a dis- 
tilled spirits plant (pursuant to the provisions of sec. 5241) shall be 


arranged and segregated in such manner as the Secretary or his delegate 
may by regulations require. 


Subsection (b)—Use of premises for other businesses 


This subsection is derived from existing law (sec. 5171 (a)) relating to 
registered distilleries, which empowers the Secretary or his delegate to 
authorize the carrying on of businesses, other than those specifically author- 
ized or prohibited by statute, on distillery premises when the Secretary or 
his delegate finds that such operations will not jeopardize the revenue. 
This subsection is intended to continue this authority, and extend it to the 
entire distilled spirits plant. Specific statutory provision is made for an 
application and approval to carry on such businesses. 


Subsection (c) —Cross references 
Section 5179. REGISTRATION OF STILLS 
Subsection (a)—Requirements 
This subsection is a clarifying restatement of existing law (sec. 5174 (a) ) 
without substantive change. 
Subsection (b)—Cross references 
SecTIon 5180. Siens 
Subsection (a)—Requirements 


Existing law (secs. 5180 (a) and 5274 (a)) and regulations require the 
posting by plant proprietors of signs identifying the premises by registry 
number and type of establishment. This subsection requires the posting of 
a sign denoting the business or businesses in which the proprietor is engaged, 
and provides that signs be in such form and contain such information as 
regulations may require. This provision will make possible the continued 
utilization of plant designations which have obtained public and commercial 
significance, such as “fruit distillery,” “rectifying plant,” etc. 


Subsection (b)—Cross reference 
Section 5181. Cross REFERENCE 


ORS TFT NS ee 


SUBCHAPTER C—OPERATION OF DISTILLED Spirits PLANTS 


This subchapter unifies the provisions of existing law relating to the operation 
of registered distilleries, fruit distilleries, industrial alcohol plants, internal 
revenue bonded warehouses, industrial alcohol bonded warehouses, industrial 
alcohol denaturing plants, distillery denaturing bonded warehouses, rectifying 
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plants, and taxpaid bottling houses. It provides for the conduct of any or all 
of the present functions of these nine plants within a single distilled spirits 
plant. The unification of these provisions has been accompanied by provision 
for greater administrative discretion in the controls to be exercised, thus per- 
mitting adoption of modern methods of control and continuing simplification 
of administration and supervision. Such unification will also afford relief of 
industry from unnecessary restrictions on the manner in which their operations 
are to be conducted, the permissible hours of operation, the type of containers 
which may be used, and the type of records which must be kept and of reports 
which must be filed. Greater latitude is also provided for administrative dis- 


cretion in the manner of gauging distilled spirits and the stamping of containers 
thereof. 


SECTION 5201. REGULATION OF OPERATIONS 
Subsection (a)—General 


This subsection applies to distilled spirits plant operations the same type 
of regulatory authority which existing law (secs. 5193 (a), 5194 (g), 5241 
(a), 5281 (a), 5282 (a), 5302, 53805, 5306, 53807, and 5319 (6)) provides for 
the plants which are united under the distilled spirits plant concept. The 
authority of the Secretary or his delegate to regulate operations is also 
extended to the regulation of all other operations authorized to be conducted 
on premises of distilled spirits plants. 


Subsection (b)—Distilled spirits for industrial uses 


This subsection is a clarifying restatement of existing law (sec. 5305) 
to conform it to the distilled spirits plant concept. 


Subsection (c)—Hours of operation 


This subsection is derived from existing law (secs. 5195, 5215, and 5806), 
which contains specific restrictions on the hours of operations with respect 
to the production of distilled spirits and the hours for removal of distilled 
spirits. However, the hours of production for industrial alcohol plants are 
exempt therefrom, except that regulations may reimpose such restrictions. 
Furthermore, the hours of production for fruit distilleries are exempt 
therefrom by regulations. There is similar lack of uniformity in existing 
law with respect to hours within which distilled spirits may be removed 
from warehouses and from bottling plants, as well as from producing estab- 
lishments. There has been a substantial change in the conditions which 
existed (artificial lighting, transportation facilities, etc.) when the statu- 
tory restrictions on hours of operation were enacted, and, therefore, this 
subsection is designed to permit modifications to meet current conditions 
by eliminating specific restrictions and authorizing the Secretary or his 
delegate, within certain limitations, to prescribe regulations relating to 
hours for distilling operations and to hours for removal of distilled spirits. 


Subsection (d)—IJdentification of distilled spirits 


This subsection is new. It provides a new basic control technique for the 
enforcement of this chapter through the introduction into distilled spirits 
of tracer elements which in the quantities used will not be deleterious to 
health and will not impair the quality of the distilled spirits for their 
intended use. Subsequent analysis would identify the tracer element or 
elements present, and thereby reveal the source of the distilled spirits; 
absence of appropriate tracer elements would constitute evidence of unlawful 
operations. 

SECTION 5202. SUPERVISOR OF OPERATIONS 
Subsection (a)—General 


This subsection provides authority for the Secretary or his delegate, by 
regulations, to prescribe the degree of supervision to be maintained over 
distilled spirits plants, and the manner in which they shall be supervised. 
These provisions are in lieu of the many detailed and specific requirements 
in existing law (secs. 5192 (a), and (c), 5241 (a) and (b), and 5282 (b)). 
This permits adjustments in supervisory practices to utilize more efficient 
procedures and scientific techniques, and will allow industry to adopt tech- 
nological advances in operating procedures. 
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Subsection (b)—Removal of distilled spirits from distilling system 
This subsection continues the principle of the closed distilling system re- 
quired by existing law (secs. 5173 (b) and 5192 (b) and (c)) but provides 
greater scope for administrative determination of the means or methods of 
protection which will be required or which may be approved. 
« 


Subsection (c)—Storage tanks 

This subsection is derived from existing law (sec. 5241 (a) and (b)) and 
regulations issued thereunder which provide that storage tanks for the 
bonded warehousing of distilled spirits shall be kept closed, and the flow of 
distilled spirits into and out of such tanks shall be controlled by Govern- 
ment locks. This subsection provides more latitude for the utilization of 
improved supervisory techniques and of mechanical or other control devices. 


Subsection (d)—Storage rooms or buildings 

This subsection is derived from existing law (sec. 5241 (b)). It continues 
the principle of joint custody, by proprietors and internal revenue officers, 
of bonded warehousing facilities for the storage of distilled spirits in barrels 
or other portable containers. Such custody is deemed necessary, due to the 
impracticability (by reason of losses through leakage and evaporation) of 
maintaining an accurate accounting for spirits aged in wood, and due to the 
greater opportunity for diversion in the case of distilled spirits in portable 
containers. 


Subsection (e)—Denaturation of distilled spirits 


This subsection continues the requirement of existing law (sec. 5381 (a) 
(1)) that the denaturation of distilled spirits be supervised, but leaves to 
regulations the degree and type of supervision to be exercised and the type 
of devices or methods to be utilized in controlling the operation. 

Subsection (f)—Gauging 

This subsection provides general authority for the Secretary or his dele- 
gate to prescribe regulations relating to the gauge of production of distilled 
spirits, the gauge for determination of tax, and gauge for tax-free removals 
from bonded premises and provides that such gauges will be made or super- 
vised by internal revenue officers. This represents a consolidation and 
generalization of existing law (secs. 5193 (a), 5250, and 5282 (b)) for more 
uniform administration. 


Subsection (g)—Bottling in bond 

This subsection retains the provision of existing law (sec. 5243 (b)) re- 
quiring that the bottling of distilled spirits in bond be done under super- 
vision. The specific supervision to be given to this operation is left to regu- 


lations, to provide authority for the exercise of appropriate administrative 
discretion. 


Section 5203. ENTRY AND EXAMINATION OF PREMISES 


Subsection (a)—Keeping premises accessible 


This subsection is existing law in respect to distillers (sec. 5196 (a)). 
It is extended to apply uniformly to all proprietors of distilled spirits 
plants. ‘ 


Subsection (b)—Right of entry and examination 


This subsection is a clarifying restatement of existing law (sec. 5196 (b) 
and (e)) in respect to distilleries, and is extended to apply uniformly to all 
distilled spirits plants, and to any premises where distilled spirits are 
rectified. 

Subsection (c)—Furnishing facilities and assistance 

This susection is intended to continue existing law (secs. 5196 (c) and 
(e) and 5283) in respect to distillers and rectifiers. It is extended to ap- 
ply uniformly to all proprietors of distilled spirits plants. 

Subsection (d)—Authority to break up grounds or walls 

This subsection is a clarifying restatement of existing law (secs. 5196 
(d) and 5283) with respect to distilling and rectifying premises. It is ex- 
tended to apply uniformly to all distilled spirits plants. 


Subsection (e)—Cross reference 
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SEcTION 5204. GAUGING 


Subsection (a)—General 


This subsection provides general authority for the Secretary or his dele- 
gate to prescribe by regulations the purposes for which distilled spirits shall 
be gauged (in addition to those specified in section 5202 (f) and 5211), as 
well as the times for required gauges and the conditions under which the 
gauging shall be made. This subsection replaces similar provisions of exist- 
ing law (secs. 5198 (a), 5194 (g), 5245, 5250, and 5282 (b)) providing for 
the gauging of distilled spirits. 


Subsection (b)—Gauging instruments 


This subsection is existing law (sec. 5212) except that (1) the phrase “for 
the determination of tax” has been added, to clarify the authority of the 
Secretary or his delegate to prescribe gauging instruments or means of 
gauging, and (2) the phrase “or methods” has been inserted in order that 
the Secretary or his delegate may prescribe methods other than the use of 
traditional instruments for making gauges, as newer methods are developed 
and their merit proven. Technological developments in instrumentation 
and the development of techniques of statistical sampling are expected to 
be of great benefit to both Government and industry, and any such develop- 
ments, or others not now foreseen, are intended to be utilizable under this 
subsection. 


Subsection (c)—Gauging, stamp*ng, marking, and branding by proprietors 
This subsection is a consolidated restatement of existing law (secs. 5193 


(da), 5250 (b), 5282 (b), and 5306) and regulations issued thereunder, made 
applicable to proprietors of all distilled spirits plants. 


SeEcTION 5205. STAMPS 


Subsection (a)—Strip stamps for containers of distilled spirits 


Paragraph (1)—Containers of distilled spirits bottled in bond 


This paragraph, relating to the stamping of distilled spirits bottled 
in bond, is existing law (sec. 5008 (a) (1)) except that it permits the 


Secretary or his delegate to relieve the requirements that the stamps be 
so affixed as to be broken on opening the bottle, if the bottle is such as 
cannot again be used after opening. This is intended to give discretion 
to the Secretary or his delegate to permit the use of liquor containers 
which are of such material or which are so designed as not to admit 
of stamping across the mouth, provided the containers are not, by rea- 
son of their design, susceptible of their reuse. 


Paragraph (2)—Containers of other distilled spirits 

This paragraph is existing law (sec. 5008 (b) (1)) except for the 
following changes: 

1. Changes corresponding to that in paragraph (1) have been made; 

2. The phrase “evidencing the tax’ has been changed to “evidencing 
the determination of the tax” to clarify the meaning thereof; 

3. Provision has been made for exempting from this subsection alcohol 
stamped under section 5235; 

4. The exemption contained in subparagraph (F) has been clarified 
to specifically limit its application to distilled spirits which have been 
lawfully withdrawn from bond; and 

5. The clause “or which are bottled especially for export wtih bene- 
fit of drawback” has been deleted. The effect of this deletion and re- 
lated changes is to require the stamping of distilled spirits bottled es- 
pecially for export either under the provisions of this paragraph or 
under the provisions of subsection (c) (2). 

Paragraph (3)—Stamp regulations 

This paragraph is existing law (sec. 5008 (a) (2) and (b) (2)) 
except that the authority of the Secretary or his delegate to prescribe 
regulations with respect to stamps under this paragraph is extended 
to include stamps prescribed for bottled alcohol under section 5235. 
Paragraph (4)—Destruction of stamps on empty containers 


This paragraph is existing law (sec. 5008 (b) (3)) in respect to dis- 
tilled spirits other than spirits bottled in bond, and is herein extended 
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to apply to bottled-in-bond spirits also. It is further expressly made 
applicable to alcohol bottled under section 5235. 


Subsection (b)—Stamps for containers of distilled spirits withdrawn from 
bonded premises on determination of tar 


This subsection continues the requirements of existing law (sees. 5193 (a) 
and 5250) and regulations issued thereunder that containers of distilled 
spirits withdrawn from bonded premises on determination of tax shall be 
stamped. 

The exemption provided for cases of bottled distilled spirits filled on 
bonded premises, with the bottles therein stamped under the provisions of 
subsection (a) or section 5235, is in accordance with existing law and 
regulations. 


Subsection (c)—Stamps for containers of distilled spirits withdrawn for 
exportation 
Paragraph (1)—Hzportation without payment of tar 
This paragraph is derived from existing law (sec. 5009) which re- 
quires the stamping of all distilled spirits intended for export, before 
removal from the internal revenue bonded warehouse. The language 
has been simplified, and detailed requirements have been left to regu- 
lations. The limitation on the application of existing law, that the 
exportation be made in the original casks or packages, or in packages 
filled from the original packages, is removed, as it serves no useful pur- 
pose in the administration of the chapter, and restricts industry in its 
operations. 


Paragraph (2)—Egrportation with benefit of drawback 


This paragraph is new. It provides that the Secretary or his delegate 
may require any container of distilled spirits bottled or packaged espe- 
cially for export to be stamped. 

It is intended that the export strip stamp provided for in this para- 
graph might, if regulations so prescribed, be the same basic stamp as 
is used for domestic distilled spirits, overprinted by the bottler to show 
use on products bottled for export. 

In the event a stamp is not prescribed under this paragraph the 
provisions of subsection (a) (2) will apply. 


Subsection (d)—Stamps for containers of 5 wine gallons or more of dis- 
tilled spirits filled on bottling premises 

This subsection is derived from existing law (secs. 5115 and 5282 (b) (c)) 
which provides that containers of distilled spirits containing 5 gallons or 
more, filled by a rectifier or wholesale liquor dealer, shall be stamped. 
These provisions are made applicable to all such packages filled on bottling 
premises for removal therefrom. Details of existing law, such as those 
relating to the manner of affixing stamps, are omitted, and the Secretary 
or his delegate is instead granted authority to prescribe regulations relating 
to the stamping of these containers. 
Subsection (e)—IJssue for restamping 

This subsection is existing law (sec. 5010 (a)) except for two changes. 
The phrase “may issue stamps” has been changed to “may authorize re- 
stamping.” This is intended to provide authority for the Secretary or his 
delegate to authorize restamping whether or not the stamp is furnished by 
the Government. Also, the phrase, “of containers” has been substituted 
for “packages” in present law. Containers is a broader term, and is in- 
tended to cover all approved containers, including bottles, required to be 
stamped. 


Subsection (f)—Accountability 
This subsection is existing law (sec. 5010 (b)) except that the specific 
requirement that “all stamps relating to distilled spirits shall be charged to 


the principal collection officer in each internal revenue district” has been 
deleted. 
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Subsection (g)—Hffacement of stamps, marks, and brands on emptied 
packages 


This subsection is existing law (sec. 5010 (c)) except that the statute has 
been made applicable to all immediate containers of distilled spirits, except 
bottles stamped under subsection (a), rather than to “casks or packages.” 
This change is made to make it clear that these provisions apply to all im- 
mediate containers of distilled spirits other than bottles stamped under 
subsection (a). The word “immediate” is specifically intended to make it 
clear that the provisions relating to the destruction of marks and brands 
are not applicable to cases of bottled distilled spirits, when emptied. 


Subsection (h)—Form of stamp 


This subsection is new. It provides for administrative discretion in the 
type of stamp to be used and the method of applying the stamp, by permitting 
the Secretary or his delegate to prescribe by regulations that any stamp 
required by or prescribed pursuant to the provisions of this section or section 
5225 may consist of such coupon, serially numbered ticket, imprint, design, 
or other form of stamp as may by regulations be prescribed. 


Subsection (i)—Cross references 


SECTION 5206. CoNTAINERS 


Subsection (a)—Authority to prescribe 


This subsection constitutes an important change in existing law. Exist- 
ing law (secs. 5198 (a) and (b), 5194, 53802, and 5247 (a) and (d)) contains 
numerous and diverse restrictions on the types of containers in which the 
different kinds of distilled spirits may be stored, transferred, packaged, 
or withdrawn. ‘Such detailed restrictions have proven cumbersome of 
administration and have hampered the utilization of efficient methods of 
storage, transfer, packaging, and withdrawal. This subsection replaces 
these statutory restrictions, and the many overlapping provisions now in 
effect relating to containers, by a general provision granting administrative 
authority for control by regulations of the containers to be used under 
particular circumstances or for specific purposes. The basic purpose is to 
eliminate artificial distinctions and restrictions and to facilitate more effi- 
cient operations. It is intended that this section be broadly construed, so 
that the Secretary or his delegate may permit efficient storage, transfer, and 
withdrawal operations. 


Subsection (b)—Standards of fill 


This subsection is derived from existing law (sec. 5193 (c)) providing 
that the Secretary or his delegate may by regulations prescribe the standards 
of fill of casks or packages of distilled spirits at each distillery. Such au- 
thority is extended to standards of fill for all approved containers of dis- 
tilled spirits, except the fill of containers of one gallon or less for other than 
industrial use which is controlled under other provisions of law. 


Subsection (c)—Marking, branding, or identification 


This subsection provides general authority for the Secretary or his dele- 
gate to prescribe by regulations the manner of marking, branding, or iden- 
tifying containers of distilled spirits, including cases. This general au- 
thority replaces the many similar provisions of existing law (secs. 5009 (a), 
5193 (a), 5194, 5243 (d) and (e), 5250 (a), and 5282 (b)) both for specific 
markings and for authority to regulate marking, branding, or identifying 
containers of distilled spirits, including cases. Because of the limitation on 
applicability in subsection (d) following, these provisions do not apply to 
bottles of distilled spirits for other than industrial use, the labeling of 
which is controlled under other provisions of law. 


Subsection (d)—Applicability 


This subsection is new and limits the application of this section to con- 
tainers of distilled spirits for industrial use and to containers of distilled 
spirits of a capacity of more than one gallon for other than industrial use. 


Subsection (e)—Cross references 
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Section 5207. RECORDS AND REPORTS 


Subsection (a)—Records of distillers and bonded warehousemen 


This subsection provides uniform requirements for the maintenance of 
records by distillers and bonded warehousemen. It replaces similar pro- 
visions of existing law (sec. 5197 (a) (1) (A) and (a) (2)) and continues 
regulatory authority under existing law (secs. 5305 and 5331 (a) (3)) relat- 
ing to records to be kept by proprietors of industrial alcohol plants, industrial 
alcohol bonded warehouses, industrial alcohol denaturing plants, and dis- 
tillery denaturing bonded warehouses. Under existing law and regulations 
proprietors of distillery denaturing bonded warehouses, industrial alcohol 
bonded warehouses, and industrial alcohol denaturing plants are required 
to maintain records of their operations. However, the statutory require- 
ment for the maintenance of records of the operations of internal revenue 
bonded warehouses is placed upon Government officers rather than upon 
proprietors of such establishments. This subsection places all these opera- 
tions on a comparable basis insofar as the keeping of records and the render- 
ing of reports are concerned, by providing that bonded warehousemen shall 
maintain records and submit reports relating to their operations. The uni- 
form statutory requirements in this subsection are intended to place greater 
responsibility upon proprietors for their operations, and to relieve internal 
revenue officers from detailed clerical duties in this regard. 


Subsection (b)—Records of rectifiers and bottlers 


This subsection provides uniform statutory requirements for the main- 
tenance of records by rectifiers and bottlers. The requirements of this sub- 
section are substantially the same as those of existing law (secs. 5285 and 
5555 (a)) and regulations issued thereunder. 


Subsection (a)—Reports 


This subsection replaces many specific requirements of existing law 
(secs. 5197 (b), 5285, 53805, 5331 (a) (8), and 5555 (a)) with uniform stat- 
utory requirements for thes ubmission of reports of operations by pro- 
prietors of distilled spirits plants, and grants administrative discretion to 
the Secretary or his delegate in prescribing the time of filing, the form and 
manner of reporting, and the information to be included in the reports. 


Subsection (d)—Preservation and inspection 


This subsection is derived from existing law (secs. 5197 (a) (1) (B), 
5305, 5331 (a) (8), and 5555 (a)). Existing law in certain instances pre- 
scribes specific statutory periods for the retention of records, and in other 
instances leaves the period of retention to be prescribed by regulations. 
This subsection eliminates the specific statutory periods and provides au- 
thority for prescribing the period of retention by regulations. This change 
is in tended to obviate the retention of records in particular cases beyond 
their period of usefulness. This subsection requires that the records shall 
be kept on the premises where the operations covered thereon are conducted, 


and shall be available for inspection by internal revenue officers during 
business hours. 


Subsection (e)—Cross reference 
Part IIl—Operations on Bonded Premises 


Subpart A—General 


SEcTION 5211. PRopUCTION AND ENTRY OF DISTILLED SPTRITS 


Existing law (secs. 5193 (a), 5242, 5305, and sec. 2 act of March 8, 1877) and 
regulations contain specific and differing requirements relating to the production 
of distilled spirits, their deposit in receiving cisterns (or receiving tanks) on 
the completion of production, the time and manner of drawing off spirits from 
such cisterns, the facilities in which various kinds of spirits may be entered 
for storage in bond, and the various kinds of spirits which may. be withdrawn 
from the three separate types of producing establishments (registered distilleries, 
registered fruit distilleries, and industrial alcohol plants). The requirements 
in connection with each are very restrictive in certain respects, such as the 
requirements for the deposit of the spirits after production in separate locked 
receiving tanks, the withdrawal therefrom within a specified period, and, if the 
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spirits are to be stored in bond, their transfer to another tank for storage. 
This section eliminates unnecessary restrictions and artificial distinctions and 
provides uniform statutory requirements with respect to production and entry. 

One of the major effects of the provisions of this section is flexibility in the 
use of plant facilities, and much useless transferring of spirits can be avoided 
under these provisions. 

The four purposes for which entry may be made after production is complete 
include one basically new concept; that is, entry for immediate denaturation. 
Under existing law the proprietor of an industrial alcohol plant who wishes 
to denature his product must establish a separate denaturing plant. The spirits 
must be withdrawn from his plant (or warehouse) to the denaturing plant after 
entry gage, and there be gaged for denaturation, and denatured. Under the 
provisions of this section the production gage may also be the gage for de- 
naturation and no withdrawal need be made for denaturation. 


SECTION 5212. TRANSFER OF DISTILLED SPIRITS BETWEEN BONDED PREMISES 

Existing law(secs. 5194 (a), (e), (f), and (g), 5217, 5246 (a), and 53808 re- 
stricts the transfer of distilled spirits between various types of producing and 
warehousing establishments and imposes restrictions on the types of containers 
which may be used for such transfers. This section authorizes the transfer of 
distilled spirits in bond between bonded premises under such regulations, and 
in such approved containers, as the Secretary or his delegate shall preseribe. 

This section will eliminate the artificial restrictions in existing law, and will 
facilitate the use of more efficient methods of transfer. 


SECTION 5213. WITHDRAWAL OF DISTILLED SPIRITS FROM BONDED PREMISES ON 
DETERMINATION OF TAX 


Existing law (secs. 5194 (a) and (e) and 5244) provides for the withdrawal 
of distilled spirits from bond on determination of tax, but imposes certain re- 
strictions in the case of such withdrawals from registered distilleries, includ- 
ing registered fruit distilleries, as to the types of containers that may be used. 
This section authorizes the withdrawal of distilled spirits from the bonded 
premises of any distilled spirits plant, in such approved containers, and under 
such regulations, as the Secretary or his delegate shall prescribe. 

This section will eliminate the artificial restrictions in existing law, and 
will facilitate the use of more efficient methods of withdrawal. 


SECTION 5214. WITHDRAWAL OF DISTILLED SPIRITS FROM BONDED PREMISES FREE 


OF TAX OF WITHOUT PAYMFNT OR DETERMINATION OF TAX 

Existing law (secs. 5193 (b), 5194 (da), 5243 (e), 5247, 53810 (a), (b), and (c), 
53831 (a) (1) and (b), 5373 (b) (4), 5522 (a), 19 U. 8S. C. 81e, and 19 U. 8. C. 
1309) contains various provisions pertaining to distilled spirits which may be 
withdrawn free of tax or without payment of tax, including artificial distine- 
tions based upon the type of producing establishment or place of storage in bond. 

This section provides uniform provisions relating to withdrawals from bonded 
premises free of tax and to withdrawals without payment of tax, and eliminates 
numerous artificial distinctions contained in existing law. These changes are 
of major significance in eliminating alternating production operations and sepa- 
rate types of warehouses, thereby facilitating more efficient. utilization of pro- 
ducing and warehousing facilities. Also, in the past, it has been necessary to 
secure the passage of special legislation to permit full utilization of plant fa- 
cilities in times of national emergency. 

This section also clarifies the distinction between the terms “free of tax” and 
“without payment of tax.” The term “free of tax” is applied where it is in- 
tended that the distilled spirits be relieved, at the time of withdrawal from 
bonded premises, of the tax which attached when the spirits were produced 
(sec. 5001 (a) (1)), and “without payment of tax” is used where it is not 
intended that the spirits be so relieved at the time of their withdrawal from 
bonded premises. 

Paragraph (1) is a clarifying and conforming restatement of existing 
law (secs. 5310 (a) and 5331 (a) (1) and (b)) except that provisions of 
existing law, that alcohol be withdrawn free of tax to an industrial alcohol 
denaturing plant for denaturing, are changed to provide that distilled 
spirits may be withdrawn from the bonded premises of a distilled spirits 
plant free of tax after denaturation in the manner prescribed by law. 

Paragraph (2) is a clarifying and conforming restatement of existing 
law (sec. 5310 (b)). Existing law provides for the withdrawal of alcohol 
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only free of tax for the use of the governmental agencies listed in this para- 
graph, while this paragraph provides for the withdrawal of any type of 
distilled spirits which maye be authorized by regulations issued by the 
Secretary or his delegate. Consistent with the removal of the statutory 
limitation on the type of distilled spirits, this paragraph makes specific 
provision that the spirits be withdrawn for nonbeverage purposes. 
Paragraph (3), except for two changes in subparagraph (C), is a 
clarifying and conforming restatement of existing law (sec. 5310 (c)). 
Existing law provides for the withdrawal of alcohol only free of tax for 
the purposes listed, while this paragraph provides for the withdrawal of 
any type of distilled spirits which may be authorized by regulations issued 
by the Secretary or his delegate. Consistent with the removal of the 
statutory limitations on the type of distilled spirits, this paragraph makes 
specific provision that the spirits be withdrawn for nonbeverage purposes. 
In subparagraph (C) a new provision is included, authorizing with- 
drawal of distilled spirits free of tax for use at blood banks, consistent 
with the general purposes of existing law. Under existing law tests and 
analyses with the use of alcohol withdrawn free of tax are restricted 
to such services for patients of the institution making the test or 
analysis. This subparagraph broadens existing law by removing the 
restriction that the person on whose behalf the test or analysis is made 
be a patient of the hospital, blood bank, or sanitarium. 
Paragraph (4) is a consolidated restatement of existing law (secs. 
5193 (b), 5243 (e), and 5247) except that the many specific require- 
ments in existing law relating to applications, entries, and manner of 
exportation, have been left to regulations to be prescribed by the Sec- 
retary or his delegate. 
Paragraphs (5), (6), (7), and (8) are restatements of existing law 
without substantive change. 
Paragraph (9) is a clarifying restatement of existing law (sec. 
5873 (b) (4)) and permits the withdrawal free of tax, under such regu- 
lations as the Secretary or his delegate may prescribe, of samples of 
distilled spirits from bonded premises for use in making tests or lab- 
eratory analyses thereof. 


Section 5215. RETURN OF TAX DETERMINED DISTILLED SPIRITS TO BONDED PREMISES 


Subsection (a)—General 


This subsection is new. There is no provision in existing law for the 
return to bonded premises of distilled spirits withdrawn on payment or 
determination of tax. This has caused substantial hardship in cases where 
tax determined distilled spirits have been found to be unsuitable for the 
purpose for which intended to be used. This subsection affords relief in 
such cases by permitting the return of such distilled spirits to bonded 
premises in the original container in which withdrawn if such spirits have 
not beeen subjected to any processing and if no spirits have been removed 
from the original container (other than samples for testing or analysis). 

“Bulk container” as used in this subsection is intended to exclude con- 
tainers of less than five gallons. 

The provision that the spirits, when returned to bonded premises, shall 
immediately be redistilled or denatured is intended to require processing 
of the spirits, to prevent abuse of the provisions of this subsection. The 
exception to this requirement, that they may instead be mingled on bonded 
premises with other spirits, is intended to allow the redistillation or de- 
naturation of the returned spirits with other distilled spirits, or to permit 
returned spirits distilled at 190 degrees or more of proof to be mingled 
with other spirits so distilled, so that slight contaminations could be ren- 
dered insignificant by dilution. 


Subsection (b)—Distilled spirits withdrawn by pipeline 


This subsection is new and provides that if the tax determined spirits 
are removed by pipeline, the phrase “original container in which such dis- 
tilled spirits were withdrawn from bonded premises” as used in subsection 
(a) means the bulk tank into which the distilled spirits were originally 
depositited from such pipeline. This is particularly intended to afford 
relief in case of distilled spirits contaminated from the pipeline in the 
process of removal. 


Subsection (c)—Cross reference 
68693—56—pt. 36 
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SecTION 5216. REGULATION OF OPERATIONS 
This is a cross-reference section. 


Subpart B—Production 


SECTION 5221. COMMENCEMENT, SUSPENSION, AND RESUMPTION OF OPERATIONS 


This ‘section is a restatement of existing law (sec. 5191) in respect to distil- 
leries, except that language has been clarified and the terminology conformed 
to the distilled spirits plant concept, and the specific requirement that locks be 
used to secure a suspended plant has been generalized to provide that the 
Secretary or his delegate may prescribe the means to be used to prevent the 
production of distilled spirits. 

The provisions of this section are applicable to all producers of distilled spirits. 


SECTION 5222. PRODUCTION, RECEIPT, REMOVAL, AND USE OF DISTILLING MATERIALS 
Subsection (a)—Production, removal, and use 


This subsection is a clarifying and conforming restatement of existing 
law (secs. 5042 (a) and 5216) except that the restriction on the removal 
of distilling material from the premises where produced has been modified 
to permit such removal whenever authorized by the Secretary or his dele- 
gate. Existing law provides that “no person, other than an authorized’ 
distiller, shall, by distillation, or by any other process, separate the alcoholic 
spirits from any fermented mash, wort, or wash.” This subsection provides 
in lieu thereof that “no person other than an authorized distiller, shall, by 
distillation or any other process, produce distilled spirits from any mash, 
wort, wash, or other material.” This language is intended to continue to 
cover the original production of distilled spirits, but is broadened to more 
clearly apply to such production from any materials and by any process. 
Subsection (b)—Receipt 

This subsection is a clarifying and conforming restatement of existing 
law (secs. 5809, 5862 (7) and 5412) except that specific provision is made for 
the receipt on bonded premises of a distilled spirits plant of cider for use as 
distilling material. This provision is intended to permit apple growers to 
collect crushed apples or apple juice for transfer to distilled spirits plants 
for possible further fermentation and for distillation, even though natural 
fermentation of the produce may have begun before it is delivered to the 
distilled spirits plant. 

The cider to which this subsection refers is that cider which is produced 
as described in section 5402 (a) (1), that is by normal fermentation of apple 
juice only, without the addition of any substance, and in such manner as to 
result in a noneffervescent product. Such cider will have a low alcoholic con- 
tent, and its transfer to distilled spirits plants will not constitute a jeopardy 
to the revenue. 


Subsection (c)—Cross references 
SEcTION 5223. REDISTILLATION OF SPIRITS 


Subsection (a)—Spirits on bonded premises 


Existing law (sec. 5194 (f)) contans authority for the transfer of distilled 
spirits of any proof from a distillery or an internal revenue bonded ware- 
house to a distillery for redistillation. This subsection preserves this prin- 
ciple of existing law, but since the restrictions on the transfer of distilled 
spirits in bond under existing law are removed by other changes in this 
chapter, and it is therefore no longer necessary to specifically authorize 
the transfer for redistillation, provision is made in this subsection only for 
the act of redistillation itself. This provision is not intended to authorize 
redistillation of distilled spirits in the distilled spirits plants unless such 
plants are constructed, equipped, and qualified for the original production 
of distilled spirits, and is not intended to be construed as authorizing the 
establishment of distilled spirits plants solely for the redistillation of spirits 
on bonded premises. 


Subsection (b)—Distilled spirits returned for redistillation 
This subsection is new. It is intended to provide for the return to bonded 
premises, and redistillation on bonded premises, of distilled spirits which 


have been removed free of tax. Such return and redistillation will be sub- 
ject to such regulations as the Secretary or his delegate may prescribe. 
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The regulatory authority of the Secretary or his delegate is intended to 
include the right to regulate the containers in which spirits may be returned, 
the minimum quantities which may be returned at one time, and any other 
specifications relating to the return of the spirits and their redistillation, 
which he deems necessary to protect the revenue or to provide for efficient 
administration of these provisions. 


Subsection (c)—Denatured distilled spirits 


This subsection is new. It is intended to preserve the requirement of 
existing regulations that distilled spirits which have once been denatured 
shall not subsequently be used as pure spirits. 


Subsection (d)—Products of redistillation 


This subsection except for the last sentence is a clarifying restatement of 
existing law (sec. 5194 (f)), and is applicable to spirits returned under 
section 5215 (a) to bonded premises after withdrawal on payment or deter- 
mination of tax, as well as to distilled spirits transferred to bonded prem- 
ises under the provisions of section 5232 and subsequently redistilled. The 
last sentence is new. Under existing law and regulations, vodka may be 
manufactured in a registered distillery by the processing of distilled spirits 
in the course of original distillation (before production gauge) or in the 
course of redistillation of distilled spirits returned to the distillery subse- 
quent to production gauge, and before withdrawal from bond. In the case 
of returned neutral distilled spirits the redistillation serves no purpose in 
the manufacture of vodka. This new provision is intended to eliminate the 
legal necessity for redistillation of such returned distilled spirits in connec- 
tion with their use in the manufacture of vodka. 


Subpart C—Storage 


SECTION 5231. ENTRY FOR DEPOSIT IN STORAGE 


This section is a restatement of existing law (sec. 5242) and is made applicable 
to all production and bonded storage in distilled spirits plants. 


SECTION 5232. IMPORTED DISTILLED SPIRITS 


This section is existing law (sec. 5311) with three important changes. First, 
under existing law only imported distilled spirits known and designated as 
alcohol may be brought into internal revenue bond. Under the provisions of 
this section any distilled spirits of 185° or more of proof may be so transferred. 
This change continues to confine the privilege of transferring distilled spirits 
from customs bond to internal revenue bond to substantially the same kinds of 
spirits for which the privilege is now used (i. e., high-proof spirits), and to con- 
tinue to prohibit the application of this privilege to imported whisky, brandy, 
rum or similar beverage spirits. 

Second, provision is made for the transfer of distilled spirits of any proof from 
customs custody to internal revenue bond, if imported for any purpose incident 
to the requirements of the national defense. This provision is intended to grant 
standby authority for the exercise of necessary administrative discretion in any 
national emergency. 

Third, the language has been conformed to the concept of a distilled spirits 


plant. 
SECTION 5233. BOTTLING OF DISTILLED SPIRITS IN BOND 
Subsection (a)—General 


This subsection is a clarifying and conforming restatement of existing 
law (sec. 5243 (a)). 


Subsection (b)—Bottling requirements 


This subsection is a restatement of existing law (sec. 5243 (a) and (b)) 
except that (1) provision is made for specifically limited treatment of the 
distilled spirits to be bottled in order to attain product stability not possible 

» under existing law, (2) the bottling of vodka in bond for export without 
storage in wooden containers for at least four years is permitted, in the 
same manner that such bottling of gin is allowed under existing law, and 
(3) the restriction in existing law, that the 4-year period of required stor- 
age of distilled spirits in wooden containers, prior to bottling, commence 
with the date of original entry (or original gauge as to fruit brandy), is 
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removed, so that the 4-year storage period in wood may begin subsequent to 
original entry or gauge. This third change will permit of original entry 
of the spirits into storage in tanks, with subsequent filling into barrels for 
storage, so that more economical means of operation may be utilized. 


Subsection (c)—Trademarks on bottles 
This subsection is existing law (sec. 5243 (c)). 


Subsection (d)—Return of bottled distilled spirits for rebottling, relabeling, 
or restamping 

This subsection is new. It conforms substantially to provisions of exist- 
ing regulations which permit distilled spirits which have been bottled in 
bond and subsequently taxpaid to be returned to bonded premises for rebot- 
tling, relabeling, or restamping. It is not intended to preclude relabeling of 
such spirits on other than bonded premises as may be authorized by the 
Secretary or his delegate. 


Subsection (e)—Cross references 


SECTION 5234. MINGLING AND BLENDING OF DISTILLED SPIRITS 


Subsection (a)—Mingling of distilled spirits on bonded premises 

Paragraph (1), permitting the mingling on bonded premises of dis- 
tilled spirits distilled at 190° or more of proof, is intended to continue 
the present privilege of mingling alcohol in bond enjoyed, under exist- 
ing law (sec. 5806) and regulations issued thereunder, by proprietors of 
industrial alcohol bonded warehouses, and to extend the privilege to 
all proprietors of bonded warehousing facilities, in order to permit more 
efficient storage and transportation of such distilled spirits, which, by 
reason of their high proof of distillation, are substantially neutral in 
character. 

Paragraph (2) is new. It permits the dumping together of hetero- 
geneous spirits for bulk gauging to determine the taxable quantity 
thereof. It will admit of substantial economies for both Government 
and industry. Under existing law it is sometimes necessary to make as 
many as 20 or more separate gauges of distilled spirits intended to be 
used in a single blend. Under the proposed law the several lots of spirits 
may be dumped together into a single bulk gauging tank, and there 
gauced in one operation. While the mingling of distilled spirits in bulk 
gauging tanks is exempted from rectification tax by the provisions of 
section 5025 (e) (3), it is intended that no loss of revenue occur thereby, 
for, if the mingling would otherwise have been subject to tax, the mingled 
spirits can only be removed for use in taxable rectification. In order 
that the Government may be further assured that no loss of revenue will 
occur, as, for example, through the failure of the bottler to rectify the 
subject distilled spirits, it is intended that regulations prescribed under 
this chapter forbid the removal of such mingled spirits from bottling 
premises unless they have been used in taxable rectification. 

Paragraph (3) is new. It provides for the mingling on bonded prem- 
ises of distilled spirits which are homogeneous. It is intended to permit 
greater freedom of operations and more economical storage, aging, and 
transportation of distilled spirits. It will, for example, permit the 
consolidation of packages of homogeneous spirits, or the dumping to- 
gether of homogeneous spirits for transfer in bulk containers such as 
tank cars or tank trucks. 

Paragraph (4) is new. It provides for the mingling on bonded prem- 
ises of distilled spirits for immediate denaturation or immediate removal 
for an authorized tax-free purpose. It is intended to provide greater 
flexibility of operations on bonded premises with distilled spirits to be 
withdrawn for the purposes provided in section 5214 (a) (1), (2), (3), 
or (9), or 7510. 

Paragraph (5) is new. It permits the mingling of distilled spirits on 
bonded premises for immediate redistillation; it will permit greater 
utilization of redistillation to improve the quality of distilled spirits, 
since the redistillation of small quantities in separate batches is uneco- 
nomical in large distilling units. 
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Subsection (b)—Mingling of distilled spirits for national defense. 

This subsection is derived from existing law (sec. 5217 (a)) which will, if 
not reenacted, expire at the close of July 11, 1956. It is the intent of this 
subsection to conform the provisions of existing law to the concept of a 
distilled spirits plant, and to eliminate the expiration date, so that it will not 
be necessary to reenact such provisions from time to time in order to provide 
continuing administrative authority for action in the interest of the national 
defense. 


Subsection (c)—Blending of beverage brandies 

This subsection is existing law (sec. 5023) with minor conforming changes 
in language, except for the elimination of the restriction that the blending or 
mixing be done by the distiller of the brandies. The restriction has prevented 
full utilization of the privilege granted by this subsection, and is deemed to be 
unnecessary. 


Subsection (d)—Cross reference 


SEcTION 5235. BOTTLING OF DISTILLED SPIRITS 


Under existing law (sec. 5305) and regulations issued thereunder, alcohol may 
be bottled, stamped, and cased on the premises of an industrial alcohol bonded 
warehouse, and a distinctive strip stamp is provided for such bottles. With the 
adoption of the concept of a distilled spirits plant it becomes necessary to preserve 
this privileged industrial operation, and to distinguish it from the traditional 
bottling in bond of beverage distilled spirits. This section is intended to accom- 
plish these purposes. 


SECTION 5236. DISCONTINUANCE OF STORAGE FACILITIES AND TRANSFER OF DISTILLED 
SPIRITS 


This section is a clarifying and conforming restatement of existing law (sec. 
5252). 


Subpart D—Denaturation 


SeEcTIon 5241. AUTHORITY OF DENATURE 


This section contains basic changes from existing law relating to the denatura- 
tion of distilled spirits. Existing law (secs. 5194 (c), 53038, 5310 (a), 5831) 
provides that alcohol or rum must be withdrawn to a separate establishment for 
denaturation, while this section provides that distilled spirits may be denatured 
on the bonded premises of a distilled spirits plant (without withdrawal to a 
Separate establishment). The elimination of the requirement of withdrawal of 
the spirits to separate premises prior to denaturation will greatly simplify the 
procedures involved in denaturing operations, and will also admit of greater 
flexibility in the use of physical facilities and equipment. The removal of the 
specific restrictions upon the kinds of distilled spirits that can be denatured is 
intended to provide latitude for the development of new industrial processes 
involving the use of denatured distilled spirits. 

Under existing law and regulations an industrial alcohol denaturing plant may 
be established only by the proprietor of an industrial alcohol plant, at his indus- 
trial alcohol plant or industrial alcohol bonded warehouse, or, at the discretion of 
the Secretary or his delegate, elsewhere. Also, under existing law, a distillery 
denaturing bonded warehouse (for the denaturation of rum) may be established 
only by the proprietor of a registered distillery, and on the distillery premises. 
These restrictions in existing law upon the establishment of denaturing plants 
were designed to admit of the establishment of such facilities as may be necessary 
to serve adequately the public need, while at the same time preventing the estab- 
lishment of numerous and widely scattered denaturing facilities which would 
endanger the revenue and increase the cost of supervision of operations. This 
section retains the basic restrictions in existing law in respect to the establish- 
ment of denaturing facilities. It also continues the authority for the Secretary 
or his delegate to exercise discretion in permitting the establishment of denatur- 
ing facilities, except that producers of distilled spirits may establish such facili- 
ties on their producing premises or on any qualified bonded warehousing premises 
operated by them. This section is not intended to limit the authority of the 
Secretary or his delegate under section 5178 (a) (3) (B), which is intended to 
complement his discretionary authority under this section. 
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SEcTION 5242. DENATURING MATERIALS 


This section is a clarifying and conforming restatement of existing law (secs. 
5308, 5310 (a), and 53831 (a) (1) and (2)). 


SEcTION 5243. SALE OF ABANDONED SPIRITS FOR DENATURATION WITHOUT COLLECTION 
OF THE TAX 


This section is exsting law (sec. 5883) except that the term “distilled spirits 
plant” has been substituted for “industrial alcohol plant.” This change con- 
forms the language to the nomenclature of this chapter, and is intended to extend 
the authority to sell abandoned spirits so that they may be purchased for dena- 
turation, or redistillation and denaturation, by the proprietor of any distilled 
spirits plant having approved facilities for denaturation, or redistillation and 
denaturation, on bonded premises. 


Section 5244. Cross REFERENCES 


Part I1I—Operations on Bottling Premises 


SEecTION 5251. NoTICE OF INTENTION TO RECTIFY 


This section is a clarifying and conforming restatement of existing law (sec. 
5282 (a)). 


SEcTION 5252. REGULATION OF OPERATIONS 
Cross reference. 


SuBCHAPTER D—INbuSTRIAL USE OF DISTILLED SpPIRits 


SecTIoN 5271. PERMITS 


Subsection (a)—Requirements 


This subsection is derived from existing law (sec. 5304 (a) (1)), which 
provides that no person shall procure alcohol tax-free, deal in or use spe- 
cially denatured alcohol, recover completely or specially denatured alcohol, 
or transport specially denatured or tax-free alcohol, without first obtaining 
a permit from the Secretary or his delegate so to do. This subsection con- 
tinues these provisions of existing law, except that the provision for permits 
for persons transporting alcohol are eliminated, since such permits no longer 
are useful, and are not generally required in the case of distilled spirits other 
than alcohol. 

The term “alcohol” is changed to “distilled spirits” to conform the nomen- 
clature to other provisions of this chapter, and to eliminate the restrictions 
of existing law which confine the tax-free industrial use of distilled spirits 
to alcohol, denatured alcohol, and denatured rum. Other clarifying and 
conforming changes in language have also been made. 


Subsection (b)—Form of application and permit 
This subsection is derived from existing law (sec. 5304 (a) (2) and (a) 


(4)). 

Paragraph (1) is a clarifying and conforming restatement of existing 
law, except that provision is made that the application shall be sub- 
mitted at such times as the Secretary or his delegate may by regulations 
prescribe in order to conform the provisions of this paragraph to other 
changes in this subchapter, including those relating to the filing of 
amended applications and to the duration of permits issued under this 
subchapter (including permits required by section 5171 (b)). 

Paragraph (2) is a clarifying and conforming restatement of existing 
law except that certain specific and detailed requirements have been 
deleted. 


Subsection (c)—Disapproval of application 


This subsection is derived from existing law (sec. 5304 (a) (3)). The 
provisions of existing law have been substantially revised for the purposes 
of clarification, of bringing them more in line with the comparable provi- 
sions of the Federal Alcohol Administration Act, and of making them con- 
sistent with the provisions of the Administrative Procedure Act (5 U.S. C. 
1001) governing the procedures for disapproval of applications under this 
subsection. 

Four bases for disapproval are provided by this subsection. The first 
such basis, viz, that, in the case of an application to withdraw and use dis- 
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tilled spirits free of tax, the applicant is not authorized by law or regula- 
tions issued pursuant thereto to withdraw or use such distilled spirits, is 
intended to provide authorization for the disapproval of applications for 
withdrawal or use of distilled spirits filed by persons ineligible to withdraw 
or use distilled spirits under the provisions of section 5214 (a) (2) or (3), 
and for disapproval of such applications where the proposed use of the 
distilled spirits (or part thereof) free of tax is not authorized by law. 

The second basis is new. It is similar to a provision in the Federal 
Alcohol Administration Act relating to the disapproval of applications for 
permits under that act (27 U. 8. C. 204). It is intended to authorize the 
Secretary or his delegate to consider the reputation or criminal record of the 
applicant as a part of his consideration of the applicant’s business experi- 
ence, financial standing, and trade connections. In the case of a corporate 
applicant, the Secretary or his delegate is authorized to give such considera- 
tion in respect to any officer, director, or principal stockholder thereof, and, 
in the case of a partnership, in respect to any partner. 

The third basis is existing law, except that (1) the phrase “willfully 
failed to disclose any information required by regulation to be furnished” 
has been changed to “failed to disclose any material information required,” 
since no permit should be issued on the basis of an application containing 
material omission, whether or not the omission was willful, (2) the phrase 
“made any false statement” has been changed to “made any false statement 
as to any material fact,” for a similar reason, and (3) the specific references 
to violations of certain laws of the United States, States, Territories, posses- 
sions of the United States, and the District of Columbia, together with the 
specific prohibition against the issuance of a permit to any person who 
within 1 year before the application therefor or the issuance thereof 
shall have violated certain specific proscriptions of existing law, are deleted, 
since the Secretary or his delegate will consider the entire reputation and 
criminal record of the applicant in determining whether or not the appli- 
cant is likely to maintain operations in compliance with this chapter. 

The fourth basis for disapproval is consistent with requirements of regu- 
lations issued under existing law, that the premises of users of tax-free 
alcohol (including specially denatured alcohol) and dealers in specially de- 
natured alcohol be suitable for the activities or businesses carried on. 


Subsection (d)—Changes after issuance of permit 


This subsection is new. Its provisions are intended to authorize the Sec- 
retary or his delegate to require, by regulations, after the issuance of a 
permit under this section, written notice of any change relating to the infor- 
mation contained in the application therefor, and, where the change affects 
the terms of the permit, to require an application for an amended permit. 
It is intended that such applications shall be subject to the provisions of 
this section, including those pertaining to disapproval thereof. 


Subsection (e)—Suspension or revocation 


This subsection is derived from existing law (sec. 5304 (b) and (c)) with 
important changes. Existing law provides detailed procedure for the revo- 
eation of permits relating to industrial alcohol. This subsection eliminates 
these specific details, and provides in lieu thereof for notice and hearing 
which will be governed by the provisions of the Administrative Procedure 
Act (5 U. 8. C. 1001). 

Also, existing law makes no provision for suspension of permits. This 
subsection permits greater administrative latitude by providing for revo- 
cation or suspension in whole or in part for such period as the Secretary or 
his delegate deems proper. 

This subsection lists the causes for which a permit issued under this sec- 
tion may be suspended or revoked. These causes are enumerated in eight 
paragraphs. 

Paragraphs (1) and (2) are clarifying restatements of existing law. 

Paragraph (3) is existing law, except that the provision that the false 
statement must be as to a material fact has been inserted. 

Paragraph (4) is existing law, except that the requirement that the 
failure to disclose information be willful has been omitted, to reduce 
the burden of proof upon the Government, and the requirement that 
such information be material has been inserted to eliminate suspension 
or revocation actions without a substantial basis. 
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Paragraph (5) is existing law, except for two changes. Violations 
of laws of States, Territories, possessions of the United States, or of 
the District of Columbia, relating to intoxicating liquor, have been 
eliminated as causes for revocation, in order to avoid involving the 
Internal Revenue Service in the enforcement of such laws in con- 
nection with its administration of permits under this section. Also, the 
clause “has been convicted of fraudulent noncompliance with any provi- 
sion of this title” has been added, since persons who have been so 
convicted are not entitled to the continued confidence of the Government. 

Paragraph (6) is new. It is intended to provide means’ for termi- 
nating permits when the basis on which they were issued no longer 
exists. It is intended also to be applicable to the suspension or revoca- 
cation of a permit in part. 

Paragraph (7) is a clarifying restatement of existing law. 

Paragraph (8) is new. It is intended to provide a basis for the ter- 
mination of permit privileges in the instance of inactive permits. 


Subsection (f)—Duration of permits 


This subsection is derived from existing law (sec. 5304 (a) (1)), with an 
important change. Under existing law, all alcohol permits are issued on 
an annual basis. This subsection provides that permits issued under this 
section shall continue in effect until suspended or revoked voluntarily sur- 
rendered, unless terminated by the terms of the permit. It is intended that 
the terms of permits may include specific conditions as to expiration, either 
at a fixed date or after a fixed period of time. It is also intended that all 
statements, conditions, and stipulations contained in the application for 
permit, and all statements, evidence, affidavits and other documents filed 
in support thereof, shall be considered as a part of such permit and shall be 
deemed to be included in the provisions and conditions of the permit, as is 
now provided by regulations in the case of alcohol permits. 


Subsection (g)—Posting of permits 


This subsection is new. It provides for the posting of certain permits to 
facilitate inspection. 


Subsection (h)—Regulations 


This subsection is existing law (sec. 5304 (a) (2)), except that the specific 
authority of the Secretary or his delegate to prescribe regulations pertaining 
to the issuance of permits to purchase or procure specially denatured alcohol 
has been extended to include the issuance of regulations relating to the 
issuance, denial, suspension, or revocation of all permits under this section. 


Section 5272. Bonps 


Subsection (a)—Requirements 
This subsection is existing law (sec. 5304 (a) (5)). 
Subsection (b)—H«ceptions 


The exemption from bond provided by this subsection in the.case of a 
permit issued to the United States or any governmental agency thereof, or 
to any of the several States and Territories or any political subdivision 
thereof, or to the District of Columbia, is a clarifying restatement of existing 
law (sec. 5310 (d)). 


SecTION 5273. SALE, USE, AND RECOVERY OF DENATURED DISTILLED SPIRITS 


Subsection (a)—Use of specially denatured distilled spirits 


This subsection is a conforming and clarifying restatement of existing law 
(secs. 5381 (a) and (b)) as applied by regulations issued thereunder. 


Subsection (b)—Internal medicinal preparations and flavoring extracts 


Paragraph (1)—Manufacture 

This paragraph continues the prohibition in existing law (secs. 5310 
(a), 5331 (a) (1) and (2) and (b), 5305, and 5647) and regulations 
issued thereunder, against the use of denatured alcohol and denatured 
rum in the manufacture of medicinal preparations or flavoring extracts, 
and extends it to any denatured distilled spirits, in conformity with 
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other changes in this chapter. It does not prohibit the use of denatured 
distilled spirits in external liquid medicinal preparations (including 
mouth washes, gargles, nose drops, and similar preparations) or in 
internal liquid medicinal preparations for other than human beings. 


Paragraph (2)—Sale 

This paragraph continues the prohbition in existing law (secs. 5310 
(a), 53831 (a) (1) and (2) and (b), 5305, and 5647) and regulations 
issued thereunder, against the selling, or offering for sale, for internal 
human use of any medicinal preparations or flavoring extracts manu- 
factured from denatured distilled spirits where any of the spirits re- 
mains in the finished product. This prohibition is not applicable in 
respect to such articles for other than human beings. 


Subsection (c)—Recovery of spirits for reuse in manufacturing 


This subsection is a clarifying and conforming restatement of existing 
law (sec. 5332). 


Subsection (d)—Prohibited withdrawal or sale 


This subsection is a clarifying restatement of existing law (secs. 5310 
(a), 5831 (a), 5805, and 5647). 


Subsection (e)—Cross references 


SecTion 5274. APPLICABILITY OF OTHER LAWS 

This. section is existing law (sec. 5317 (b)) in respect to the jurisdiction, 
powers, and duties of the Secretary or his delegate under part I of subchapter E 
and section 5686, and in respect to persons subject to the provisions of such 
law. It is extended in this section to apply to the jurisdiction, powers, and 
duties of the Secretary or his delegate under this subtitle, and in respect to per- 
sons subject to the provisions of this subtitle. 


SECTION 5275. RECORDS AND REPORTS 


This section consolidates, conforms, and clarives the requirements of existing 
law (secs. 5805, 5313 (b), and 5331 (a) (8)). 

Existing law is applicable to alcohol withdrawn free of tax and to denatured 
alcohol, denatured rum, and articles. In conformance with other changes in 
this chapter, this section is applicable to all distilled spirits withdrawn free of 
tax under section 5214 (a) (2) or (3) and to all denatured distilled spirits or 
articles. 

In addition, this section clarifies the authority of internal revenue officers wtih 
regard to inspection of records and reports and the taking of samples of dis- 
tilled spirits, denatured distilled spirits, or articles, and of substances used in 
the manufacture of articles, to which such records and reports relate. 


SuscHAPreR E—GENERAL PROVISIONS RELATING TO DISTILLED SPrrirs 


Part I—Return of Materials Used in the Manufacture or Recovery of Distilled 
Spirits 
SEcTION 5291. GENERAL 


Subsection (a)—Requirement 


This subsection is a restatement of existing law (sec. 5218) covering the 
reporting of the disposition of any substance of the character used in the 
manufacture of distilled spirits, extended to also include the reporting of 
the disposition of denatured distilled spirits or articles from which dis- 
tilled spirits may be recovered. While general authority to require the re- 
porting of the disposition of denatured distilled spirits or articles is con- 
tained in existing law (sec. 5305), it is deemed essential as an enforcement 
measure to incorporate specific authority to require such reporting into this 
section to control diversions of such spirits or articles into illicit distilled 
spirits channels. 

A specific requirement for the keeping, preservation, and inspection of 
records has been added to facilitate enforcement. 


Subsection (b)—Cross references 
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Part Il—Regulation of Traffic in Containers of Distilled Spirits 


Section 5301. GENERAL 


Subsection (a)—Requirements 


This subsection is existing law (sec. 5214 (a)), except for the insertion 
of the word “kind” in the text of paragraph (1) for the purpose of clari- 
fication. This subsection continues and clarifies the authority of the Secre- 
tary or his delegate to regulate the kind, type, size, standard of fill, brand- 
marking, manufacture, dealing in, sale, resale, possession, use, and reuse 
of containers (of a capacity of not more than 5 wine gallons) designed or in- 
tended for use for the sale of distilled spirits for other than industrial use. 
Subsection (b)—Disposition . 

The subsection is new. It extends authority to the Secretary or his dele- 
gate to require the reporting of the disposition of any containers of the 
character used for the packaging of distilled spirits, similar to the authority 
in existing law (sec. 5213 (a)) to require the reporting of the disposition of 
any substance used in the manufacture of distilled spirits. 

This new provision is primarily intended to prevent the diversion into 
illicit channels of used barrels which have been emptied, upon tax payment 
or determination, but due to soakage still contain quantities of easily ex- 
tractable nontaxpaid distilled spirits. 

The illegal extraction by “sweating” or “bull-dogging”’ of such spirits by 
illicit operators is becoming more extensive, and a serious jeopardy to the 
revenue. This new provision will materially assist in combatting this en- 
forcement problem by providing a means of tracing the sale or other dis- 
position of such containers to the extent necessary to prevent such illegal 
extraction of spirits. 


Subsection (c)—Reuse or refilling of containers 


Regulations prescribed under existing law (sec. 5214) prohibit (with 
limited exceptions) the reuse of liquor bottles or other authorized con- 
tainers, or the increase of the original contents, or of any portion of such 
original contents remaining in a liquor bottle or other authorized con- 
tainer, by the addition of any substance. 

These regulatory provisions have been restrictively construed by the 
courts (U. 8. v. Goldberg et al., 8 Cir. 1955, 225 F. 2d 180) as prohibiting 
the addition of “any substance subject to taxation under the internal 
revenue laws,” but as not prohibiting the addition of nontaxable substances 
such as water. 

The prevention of the reuse of liquor bottles or other authorized con- 
tainers for the packaging of any distilled spirits, or of the alteration of the 
original contents of liquor bottles or other authorized containers which have 
been used for the packaging of distilled spirits, is essential for the protec- 
tion of the revenue since it is in most cases impossible, once the container 
has been refilled or the original contents thereof altered by the addition of 
any substance (whether taxable or nontaxable), to establish whether the 
tax on the contents of such containers has been lawfully determined. 

This subsection sets forth specific prohibitions against such reuse of 
such containers and against any alteration of any part of the original con- 
tents remaining in such container. It also specifically prohibits the posses- 
sion of any such reused container or of any such container the original 
content of which has been so altered. Its provisions are applicable only 
to dealers (as defined in section 5112 (a)) and to agents or employees of 
such dealers. 

It has long been recognized that the contents of packages containing tax- 
able articles can be lawfully restricted to the article which is taxed (Fel- 
senheld v. U. S., 1902, 186 U. S. 126). It is essential to the effective opera- 
tion of the system of control of distilled spirits for the protection of the 
revenue that Government officers and the public be able to rely on the in- 
tegrity of the stamps, marks, and brands on liquor bottles or other author- 
ized containers of distilled spirits as creditable evidence that the spirits at 
the time of purchase or sale remain exactly the same as they were at the 
time of affixment of the stamp in order.to prevent the use of authorized 
stamped containers as an instrument in the aid of fraud. 

It is intended that the words “any distilled spirits whatsoever” in para- 
graph (1) and the words “any substance whatsoever” in paragraph (3) be 
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construed to prohibit the reuse of such containers for any distilled spirits 
whether or not the tax has been paid or determined on such spirits, and to 
prohibit the addition of any substance regardless of whether such substance 
is taxable under the internal revenue laws. 

The purpose of the words “except as authorized under regulations” is 
to provide authority for the Secretary or his delegate to authorize the reuse 
of containers on the premises of a distilled spirits plant where such reuse 
may be properly controlled and where such containers may be reused under 
circumstances which will not jeopardize the revenue. 


Subsection (d)—Cross reference 


Part I1I—Miscellaneous Provisions 


SEcTION 5311. DETENTION OF CONTAINERS ON SUSPICION 


This section is existing law (sec. 5211) except that the words “cask, package, 
or other container” are changed to “container” to make it clear that this section 
is applicable to any container of distilled spirits. 


SECTION 5312. PRopUCTION AND USE OF DISTILLED SPIRITS FOR EXPERIMENTAL RE- 
SEARCH 


Subsection (a)—Scientific institutions and colleges of learning 


This subsection is a clarifying restatement of existing law (sec. 5215) 
except that the amounts and conditions of bonds are left to the discretion 
of the Secretary or his delegate and the provisions are broadened to include 
research in respect to all types of distilled spirits. Existing law is applicable 
only with regard to brandy or wine spirits. 


Subsection (b)—Ezperimental distilled spirits plants 


Existing law (sec. 5395) and regulations issued thereunder provide for 
the establishment of experimental industrial alcohol plants. This subsection 
provides for the establishment of experimental distilled spirits plants for 
specific and limited periods of time solely for experimentation in, or de- 
velopment of, sources of materials from which distilled spirits may be pro- 
duced, processes by which distilled spirits may be produced or refined, or 
industrial uses of distilled spirits. 


Subsection (c)—Authority to erempt 

Under existing law (secs. 5215 and 5306) the Secretary or his delegate is 
authorized to exempt experimental or research operations similar to those 
provided for in subsections (a) and (b) from such provisions of this chap- 
ter (other than the payment of tax) as he deems necessary to facilitate 
the experimental or research operations. This subsection provides similar 
exemption authority but specifically precludes any waiver of the provisions 
of subsections (a) or (b). 

The exception to the authority to exempt which provides that the Secre- 
tary or his delegate may not waive the payment of the tax on distilled 
spirits removed from the institutions or plants described in subsections (a) 
and (b) is not intended to preclude the waiver of the tax as to distilled 
spirits used by such institutions or plants in authorized experimentation 
or research if not removed from such institution or plant. 


Section 5313. WITHDRAWAL OF DISTILLED SPIRITS FROM CUSTOMS CUSTODY FREE OF 
TAX FOR USE OF THE UNITED STATES 

This section is existing law (sec. 5310 (b)) except that the term “alcohol” is 
changed to “distilled spirits.” 

This section is comparable to the authority to withdraw distilled spirits from 
the bonded premises of a distilled spirits plant free of tax under the provisions 
of section 5214 (a) (2) for the use of the United States or any governmental 
agency thereof. It is not intended to authorize the withdrawal of distilled spirits 
for beverage purposes. 


SECTION 5314. APPLICATION TO PUERTO RICO AND THE VIRGIN ISLANDS 


Subsection (a)—General 


Existing law (sec. 5318) makes applicable to Puerto Rico and the Virgin 
Islands the provisions of internal revenue law and regulations relating to 





88 


EXCISE TAX TECHNICAL AND ADMINISTRATIVE PROBLEMS 


the production, warehousing, denaturation, distribution, and use of “alcohol” 
for industrial purposes. The principal effects of such provisions are to 
authorize the shipment of alcohol for the tax-free purposes specified in 
section 5310, and of denatured alcohol or articles made therefrom, to the 
United States free of the internal revenue tax on distilled spirits. 

This subsection is a clarifying restatement of existing law in this regard, 
conformed to the concept of the distilled-spirits plant. 

3y reason of this change and other changes in this chapter the denatura- 
tion of rum may be authorized on bonded premises of distilled spirits plants 
established under provisions of this subsection. Existing law only provides 
for the denaturation of alcohol in Puerto Rico and the Virgin Islands. 


Subsection (b)—Advance of funds 
This subsection is a clarifying restatement of existing law (sec. 5318). 


Subsection (c)—Regulations issucd by possessions 


This subsection is a new provision which provides that the Secretary 
or his delegate may authorize the respective Governors of Puerto Rico and 
the Virgin Islands to issue or adopt such regulations, to approve such bonds, 
and to issue, suspend, or revoke such permits, as are necessary to carry out 
the provisions of this section within their respective jurisdictions. It also 
provides that when regulations are issued or adopted under this subsection, 
with concurrence of the Secretary or his delegate, he may exempt the posses- 
sion from comparable provisions of regulations applicable to the United 
States. However, any denatured distilled spirits, articles, and distilled 
spirits for tax-free purposes which are brought into the United States from 
Puerto Rico or the Virgin Islands must in all respects conform to the require- 
ments of law and regulations imposed on like products manufactured or 
produced in the United States. 


SecTIon 5315. STATUS OF DISTILLED SPIRITS 


The purpose of this section is to clarify the status of distilled spirits and 
provide for orderly continuity of control during the transition from provisions of 
existing law to provisions of this bill. 


Subsection (a)—Jn registered distilleries, fruit distilleries, and industrial 
alcohol plants 


This subsection is new. It establishes the status of distilled spirits which 
are in the process of production or are held pending lawful disposition in 
plants qualified under existing law for the production of distilled spirits. 


Subsection (b)—Produced at registered distilleries, fruit distilleries, and in- 
dustrial alteohot plants 


This subsection is new. It establishes the status of distilled spirits pro- 
duced under existing law which are held in bond in internal revenue bonded 
warehouses, industrial aleohol bonded warehouses, industrial alcohol de- 
naturing plants, and distillery denaturing bonded warehouses, or are in 
transit thereto in bond. 


Subsection (c)—Withdrawn from customs custody 


This subsection is new. It establishes the status of imported alcohol 
which has been withdrawn from customs custody under the provisions of 
section 5311 of existing law and is held in bond in plants and warehouses 
qualified under internal revenue law, or is in transit thereto in bond. 
Subsection (d)—Withdrawn free of tar 

This subsection is new. It establishes the status of alcohol, denatured 
alcohol and denatured rum which have been withdrawn free of tax under 
existing law for purposes similar to those authorized under section 5214 
(a) (1), (a) (2), or (a) (3), and which are in the possession of, or in 
transit to, persons holding permits under existing law to procure or use dis- 
tilled spirits, including specially denatured distilled spirits, free of tax, or 
to deal in or recover specially denatured distilled spirits. These provisions 
are not applicable to distilled spirits withdrawn for denaturation to in- 
dustrial alcohol denaturing plants and distillery denaturing bonded ware- 
houses, and in transit thereto or held therein, since the status of such spirits 
is covered in subsection (b). 
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Subsection (e)—Withdrawn for use in the production of wine 


This subsection is new. It establishes the status of unused brandy or 
wine spirits which have been withdrawn under existing law without pay- 
ment of tax for use in the production of wine. 

This subsection is derived from existing law (secs. 5215 and 5873 (a)) 
and continues without substantive change the restrictions as to eligibility 
of brandy or wine spirits authorized for use in wine production. 


Subsection (b)—Withdrawal of wine spirits 
Paragraph (1) 
This paragraph is a conforming restatement of existing law (sec. 
5873 (b) (1)). 
Paragraph (2) 
This paragraph is existing law (sec. 5373 (b) (2)). 
Paragraph (3) 
This paragraph is a conforming restatement of existing law (sec. 
53873 (b) (3)). 
Paragraph (4) 
This paragraph is a conforming restatement of existing law (sec, 
5373 (b) (4)). 
Subsection (c)—Distillates containing aldehydes 


This subsection is new. It provides that the Secretary or his delegate 
may, by regulations, authorize the transfer of the heads portion of distilled 
spirits (aldehydes) from the bonded premises of a distilled spirits plant 
to adjacent bonded wine cellars whereat such aldehydes may be added in 
limited amounts to distilling materials in the course of fermentation in 
such bonded wine cellars. Recent research has indicated that such author- 
ization would result in a more complete recovery of the alcohol contained in 
such aldehydes which presently are of no use to the distiller and must be 
destroyed or transferred to other premises for denaturation. 


Part IlI—-Cellar Treatment and Classification of Wine 


This part is existing law (secs. 5381 through 5388, inclusive). 


Part 1V—General 


This part is existing law (secs. 5391 and 5392). 


SUBCHAPTER G—BREWERIES 


Detailed discussion with regard to this subchapter will be presented as a sup- 
plement. 


SuBCHAPTER H—-MISCELLANEOUS PLANTS AND WAREHOUSES 


Part I—Vinegar Plants 


SecTION 5501. ESTABLISHMENT 


This section is a clarifying restatement of existing law (sec. 5216 (a) (1)) 
and regulations issued pursuant thereto authorizing the establishment of plants 
for production of vinegar by the vaporizing process. 


Secrion 5502. QUALIFICATION 


Subsection (a)—Requirements 


Existing law (sec. 5216 (a) (1)) and regulations provide for filing of 
notice and approval thereof, prior to commencing the operation of a vine- 
gar plant. This subsection specifically requires the filing of an application 
for registration, and the receipt of permission to operate a vinegar plant, 
prior to commencing operations. 


Subsection (b)—Form of application 


This subsection authorizes the Secretary or his delegate to prescribe the 
form of application required by subsection (a), and the information to be 
contained therein. 
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SEcTION 5503. CONSTRUCTION AND EQUIPMENT 

This section is a clarifying restatement of existing law (secs. 5216 (a) (1) and 
5552). 
SecTIon 5504. OPERATION 


Subsection (a)—General 


This subsection is a clarifying restatement of existing law (sec. 5216 (a) 
(1)) which authorizes qualifying vinegar plants to produce mash and sepa- 
rate the spirits from such mash by a vaporizing process, and condense the 
vapor by introducing it into water or other liquid. This subsection also 
contains authority for the Secretary or his delegate to regulate these opera- 
tions. 

Subsection (b)—Removals 


This subsection is existing law (sec. 5216 (a) (2)). 


Subsection (c)—Records 


This subsection is new. It provides for the keeping of records and the fil- 
ing of reports by vinegar manufacturers in the form and manner to be pre- 
scribed by regulations. 


SEcTIon 5505. APPLICABILITY OF PROVISIONS OF THIS CHAPTER 


Subsection (a)—Taa@x 

This subsection is a clarification of existing law (sec. 5216 (a) (1). It 
imposes the distilled spirits tax on any spirits produced in violation of sec- 
tion 5501 or removed from vinegar plants in violation of section 5504 (b). 
Subsection (b)—Prohibited premises 

This subsection is a clarifying restatement of existing law (sec. 5171 (a)) 
relating to premises on which vinegar plants may not be established. 
Subsection (c)—HEntry and examination of premises 

This subsection is a clarifying restatement of existing law (sec. 5216 (a) 
(3)) relating to officers’ right of entry to and examination of vinegar 
plants. 
Subsection (d)—Registration of stills 

This subsection is a clarifying restatement of existing law (sec. 5174) 
relating to registration of stills used at vinegar plants. 
Subsection (e)—ZIJnstallation of meters, tanks, and other apparatus 

This subsection is existing law (sec. 5552). 


Subsection (f)—Assignment of internal revenue officers 
This subsection is existing law (sec. 5553 (@)). 


Subsection (g)—Authority to waive records, statements, and returns 
This subsection is existing law (sec. 5555 (6). 


Subsection (h)—Regulations 
This subsection is derived from existing law (sec. 5556). 


Subsection (i)—Penalties 
This subsection is existing law (secs. 5601, 5607, 5608, and 5686 (b)). 


Subsection (j)—Other provisions 


This subsection is new. By exempting plants established, and operations 
conducted, under this part from the provisions of this chapter, other than 
this part and the provisions referred to in subsections (a), (b), (c), (d), 
(e), (ft), (g), (hb), and (i), it provides for the lawful manufacture of vinegar 
without unnecessary restrictions. 


Part II—Volatile Fruit-Flavor Concentrate Plants 


SECTION 5511. RSTABLISHMENT AND OPERATION 


This section is existing law (sec. 5511) with the exception that the word 
“application” is inserted in paragraph (3) and section 5601 (6) (sec. 5171 of 
existing law) has been eliminated from the sections applicable to this part.. The 
elimination will permit operation on bonded wine cellar premises of the required 
stills or evaporators used in the manufacture of volatile fruit-flavor concentrates. 
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Secrton 5512. CoNTROL OF PRODUCTS AFTER MANUFACTURE 
Cross reference. 


Part 11I—Manufacturing Bonded Warehouses 


SEcTION 5521. ESTABLISHMENT AND OPERATION 
This section is existing law (sec. 5521). 


Secrion 5522. WITHDRAWAL OF DISTILLED SPIRITS TO MANUFACTURING BONDED WARE- 
HOUSES 
This section is existing law (sec. 5522) except that the permitted withdrawals, 
i. e., from an internal revenue bonded warehouse, have been extended to include 
withdrawals from the bonded premises of any distilled spirits plant, in con- 
formity with the concept of a distilled spirits plant. 


Section 5523. SPECIAL PROVISIONS RELATING TO DISTILLED SPIRITS AND WINES RECTI- 
FIED IN MANUFACTURING BONDED WAREHOUSES 
This section is existing law (sec. 5523). 


SuscHAPTER I—MISCELLANEOUS GENERAL PROVISIONS 


SecTIon 5551. GENERAL PROVISIONS RELATING TO BONDS 


This section is existing law (sec. 5551) except that it is extended to include 
“bonded warehouseman.” 


SEcTION 5552. INSTALLATION OF METERS, TANKS, AND OTHER APPARATUS 


This section is existing law (sec. 5552) except that the terms “distilleries” and 
“rectifying plants” are changed, for conformity, to “distilled spirits plants.” 


SECTION 5553. SUPERVISION OF PREMISES AND OPERATIONS 

This section is existing law (sec. 5523) except that the term “storekeeper- 
gauger” is changed to “internal revenue officer.” This change is consistent with 
the elimination in the 1954 code revision of other statutory references by specific 
title to officers performing specific functions or duties. 


SecTIoN 5554. PILOT OPERATIONS 

This section is the same as section 5554 (1954 I. R. C.), authority under which 
terminated December 31, 1955, except for the substitution of “distilled spirits 
plants” in place of the detailed listing of each particular type of plant, and the 
omission of the last sentence placing a time limit on the authority under the 
section. 


SECTION 5555. ReEcoRDS, STATEMENTS, AND RETURNS 


Subsection (a)—General 
This subsection is existing law (sec. 5555 (a@)). 


Subsection (b)—Authority to waive 

This subsection is existing law (sec. 5555 (b)). 
Subsection (c)—Photographic copies 

This subsection is new. It makes provision for the reproduction of orig- 
inal records required by this chapter and the treatment of the reproduction 
for all purposes as though it were the original. 

The section follows closely the provisions with respect to copies of rec- 
ords made in the regular course of business in 28 U. 8S. C. 1732 (b). It is 
designed to meet modern business practices and eliminate undue burden 
and expense on taxpayers in connection with record preservation. 


Section 5556. REGULATIONS 


This section is a new provision authorizing the Secretary or his delegate to 
make such distinction in regulatory requirements relating to construction, equip- 
ment, or methods of operation as may be necessary or desirable due to differ- 
ences in materials or variations in methods used in production, processing, or 
storage of distilled spirits. 
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SECTION 5557. OFFICERS AND AGENTS AUTHORIZED TO INVESTIGATE, ISSUE SEARCH 
WARRANTS, AND PROSECUTE FOR VIOLATIONS 


Existing law (sec. 5314) contains specific provisions relating to persons author- 
ized to make investigations, issue search warrants, and prosecute violations of 
chapter 51. 

This section makes similar provisions applicable to any violation of subtitle E, 
thus’ establishing uniform authority and procedure with respect to liquor, to- 
bacco, and firearms enforcement. 

The provisions of existing law relating to the reporting of violations to United 
States Attorneys are modified to eliminate the unnecessary reporting of cases in 
which no prosecution is indicated. 


SEcTION 5558. POWERS AND DUTIES OF PERSONS ENFORCING THIS SUBTITLE 


Existing law (sec. 5313 (a)) specifies certain of the powers and duties of per- 
sons charged with the enforcement of part I of subchapter E and of section 5686. 
This section is a consolidated statement of the principal powers and duties of 
the officers charged with the enforcement of the criminal, seizure, or forfeiture 
provisions of subtitle E. These provisions are in substance a clarifying restate- 


ment of the principal existing powers and duties of such persons under both 
statutory and common law. 


-——— 


SEcTION 5559. DETERMINATIONS 


This section is new. It provides authority for the Secretary or his delegate 
to utilize scientific techniques and developments in instrumentation in the making 


or verifying of any quantitative determination required or authorized in this 
chapter. 


SecTION 5560. OTHER PROVISIONS APPLICABLE 
This section is existing law (sec. 5557). 
SecTION 5561. EXEMPTIONS TO MEET THE REQUIREMENTS OF THE NATIONAL DEFENSE 
This section is derived from existing law (sec. 5217 (b) authority under which 
expires July 11, 1956) and continues on a permanent basis provisions granting 
authority to temporarily waive internal revenue law relating to distilled spirits 
(other than payment of tax) when deemed necessary to meet the requirements of 
national defense, but the existing transfer provisions have been excluded as no 
longer necessary because of the distilled spirits plant concept. It is.intended 
that any such waiver shall be terminated as to any proprietor when the waiver as 


to such proprietor is no longer necessary to meet the requirements of the national 
defense. 


SECTION 5562. EXEMPTIONS FROM CERTAIN REQUIREMENTS IN CASES OF DISASTER 


This section is derived from existing law (5215). It provides authority for the 
Secretary or his delegate to take steps necessary to eliminate or reduce economic 
loss incident to disasters. This authority is intended, when used incident to the 
salvaging of perishable agricultural products, to be limited to the elimination or 
reduction of general and widespread economic loss. 


SUBCHAPTER J—PENALTIES, SEIZURES, AND FORFEITURES RELATING TO Liquors 


Subchapter J is a substantial revision of the penalty, seizure, and forfeiture 
provisions contained in subchapter J, of chapter 51 of the Internal Revenue Code 
of 1954. Existing law has been rewritten wherever necessary, not only to con- 
form it to the revisions of the substantive provisions to which it relates, but also 
to consolidate, clarify, and make more uniform and realistic the application of 
the existing law to liquor violations. 

The penalty and forfeiture provisions of this subchapter are rearranged to 
place them in more logical sequence, and obsolete or unnecessary provisions are 
deleted. The criminal and civil penalties imposed are made more uniform and 
realistic, and the standards of title 18 of the United States Code (entitled 
“Crimes and Criminal Procedure’) for felonies and misdemeanors are followed 
wherever practicable. 

Under existing law the provisions imposing penalties for violation of the law 
with respect to liquor taxes in several instances provide for penalties such as 
an amount equal to or double the amount of the tax fraud involved. Although 
offenses are of a similar nature, in some cases the penalty is designated as a 
criminal penalty to be imposed by the court after conviction, in others as a 
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civil penalty to be collected by a separate civil court action, and in others as a 
civil penalty to be added to the tax and assessed and collected in the same manner 
as the tax. This lack of uniformity, as well as adding to the burden on the courts, 
has made these provisions very difficult to administer. These penalties are in 
addition to those provided in subtitle F for fraudulent evasion or willful failure 
to pay, and therefore can result in penalties far in excess of those for similar 
violations with respect to other internal-revenue taxes. Such specific penalties 
are therefore omitted in order to conform the law with respect to liquor taxes to 
the criminal and civil penalty provisions of subtitle F. 

Under existing law the provisions imposing penalties for violation of law 
with respect to the taxes on liquors often provide for mandatory monetary pen- 
alties, either in lieu of or in addition to fines or imprisonment. Such penalty 
provisions are deleted in most instances because it has been found that they have 
interfered with the effective administration of justice in such violations. With 
the removal of such penalties, the courts will have greater freedom to fix sen- 
tences according to the circumstances in each case. This is consistent with the 
action of the Congress in deleting statutory minimums in the 1954 code revision 
with regard to alcohol and tobacco tax criminal penalties. 


Part I—Penalty, Seizure, and Forfeiture Provisions Applicable to Distilling, 
Rectifying, and Distilled and Rectified Products 


SECTION 5601. CRIMINAL PENALTIES 
Subsection (a)—O/fenses 


This subsection is (with the exceptions noted in the discussion of the in- 
dividual paragraphs) a clarifying conforming and consolidated restatement 
of certain of the offenses described in part I of subchapter J of chapter 51 
of existing law with a uniform penalty of a fine of not more than $10,000, 
or imprisonment of not more than 5 years, or both, prescribed for each such 
offense in lieu of the varying penalties prescribed by existing law. The 
uniform penalty is substantially in line with the penalties prescribed for 
felonious offenses in respect to wine, beer, and tobacco. The specific monetary 
penalties imposed in existing law with respect to certain of the offenses 
described in this subsection have been omitted for the reasons noted in the 
introductory discussion of the subchapter. 


Paragraph (1)—Unregistered stills 


This paragraph is a restatement of existing law (sec. 5601) except 
for the deletion of the monetary penalty, and the making of the imposed 
penalty uniform with penalties for other offenses under this subsection. 


-aragraph (2)—Failwre of distiller or rectifier to file application 

This paragraph is a restatement of existing law (secs. 5172 and 5603) 
except for the deletion of the monetary penalty and the making of the 
penalty imposed uniform with penalties for other offenses under this 
subsection. 


Paragraph (3)—False or fraudulent application 

This paragraph is a restatement of existing law (sec. 5603) except 
that it has been extended to include “bonded warehouseman” and 
“bottler of distilled spirits’, and except for the deletion of the specific 
monetary penalty and the making of the penalty imposed uniform with 
penalties for other offenses under this subsection. 
Paragraph (4)—Failure or refusal of distiller or rectifier to give bond 

This paragraph is a restatement of existing law (secs. 5172, 5604, 
and 5606) with respect to carrying on the business of a distiller without 
having given bond, extended to include carrying on the business of a 
rectifier without having given bond as required by law. The penalty 
imposed is made uniform with penalties for other offenses under this 
subsection. 


Paragraph (5)—False, forged, or fraudulent bonds 

This paragraph is a restatement of existing law (sec. 5604) in respect 
to the giving of false, forged, or fraudulent bonds by persons engaged 
in, or intending to engage in the business of a distiller, extended to 
persons engaged in, or intending to engage in, the business of a bonded 
warehouseman, rectified, or bottler of distilled spirits. The penalty 
imposed is made uniform with penalties for other offenses under this 
subsection. 
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Paragraph (6)—Distilling on prohibited premises 
This paragraph is a restatement of existing law (secs. 5171 and 5607) 
with the following exceptions: 

First, the words “or vinegar are manufactured or produced, or 
where sugars or sirups are refined” are omitted as specific prohibi- 
tions and are to be treated in the category of “any other business” 
as used in this paragraph and in section 5178 (b). 

Second, specific exception is made in the case of lawfully author- 
ized distillers of brandy or wine spirits consistent with the excep- 
tion under existing law (sec. 5215) and regulations. 

Third, the penalty imposed is made uniform with the penalty 
for other offenses under this subsection. 


Paragraph (7)—Unlawful production, removal or use of material fit for 
the production of distilled spirits 

This paragraph is a restatement of existing law (secs. 5216 (a) (1) 
and (4), and 5608 (a)) with two exceptions. 

Existing law prohibits the removal of distilling material from the 
premises of the distillery where produced, except as authorized by the 
Secretary or his delegate with respect to the carrying on of a business 
other than distilling. This paragraph prohibits the removal of distill- 
ing material from the premises of the distilled spirits plant where pro- 
duced except when authorized by the Secretary or his delegates; thus 
allowing the removal of distilling material for any lawful purpose, if 
authorized by the Secretary or his delegate. In addition the pena!ty 
imposed is made uniform with the penalty for other offenses under this 
subsection. 


Paragraph (8)—Unlawful production of distilled spirits 

This paragraph is a restatement of existing law (secs. 5216 (@) (1) 
and 5608 (a)) with two exceptions. 

Existing law makes it unlawful for any person other than an author- 
ized distiller to separate by distillation the alcoholic spirits from any 
fermented mash, wort, or wash. 

This paragraph makes it unlawful for any person other than an author- 
ized distiller to produce distilled spirits by distillation or any other 
process from mash, wort, wash, or other material. This change is in 
recognition of the fact that distilled spirits may be produced from ma- 
terial other than mash, wort, or wash and by processes other than by 
distillation. 

The penalty imposed is made uniform with the penalty for other of- 
fenses under this subsection. 


Paragraph (9)—Uunauthorized use of distilled spirits in manufacturing 
processes 


Subparagraph (A) 


This subparagraph is a restatement of existing law (secs. 5216 
(a) (1) and 5608 (a)) except that the penalty imposed is made 
uniform with the penalty for other offenses under this subsection. 


Subparagraph (B) 
This subparagraph is new and is designed to cover the use of 
imported distilled spirits in the same manner that the use of dis- 


tilled spirits of domestic production is covered under subpara- 
graph (A). 


Paragraph (10)—Unlawful rectifying or bottling 


This paragraph is a restatement of existing law (secs. 5628 and 5629) 
as to rectifiers, extended to include bottlers of distilled spirits. The 
specific monetary penalty is omitted and the criminal penalty imposed 
made uniform with the penalty for other offenses under this subsection. 


Paragraph (11)—Unlawful purchase, receipt, rectification, or bottling of 
distilled spirits 


This paragraph is a restatement of existing law (sec. 5629), extended 
to include bottling of distilled spirits. The penalty imposed is made 
uniform with the penalty for other offenses under this subsection. 
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Paragraph (12)—Unlawful removal or concealment of distilled spirits 
This paragraph is a restatement of existing law (secs. 5608 (a), 5631, 
5632, 5643, and 5647) with respect to certain specific instances of un- 
lawful removal or concealment of distilled spirits, broadened to clearly 
prohibit any removal, other than as authorized by law, of distilled spirits 
on which the tax has not been paid or determined, from the place of 
manufacture or storage, or from any instrument of transportation, or 
the concealment of spirits so removed. The penalty imposed is made 
uniform with the penalty for other offenses under this subsection. 


Paragraph (13)—Creation of fictitious proof 

This paragraph is existing law (sec. 5634) except for the addition of 
the clarifying parenthetical statement “(other than ingredients or sub- 
stances authorized by law to be added)” and for the making of the pen- 
alty imposed uniform with the penalty for other offenses under this sub- 
section. 
Paragraph (14)—Distilling after notice of suspension 

This paragraph is a restatement of existing law (sec. 5650) except 


that the penalty imposed is made uniform with the penalty for other 
offenses under this subsection. 


Subsection (b)—Presumption 


These paragraphs are new. Their purpose is to create a rebuttable pre- 
sumption of guilt in the case of a person who is found at illicit distilling 
or rectifying premises, but who, because of the practical impossibility of 
proving his actual participation in the illegal activities except by inference 
drawn from his presence when the illegal acts were committed, cannot be 
convicted under the ruling of the Supreme Court in Bozza v. United States 
(330 U. 8. 160). 

The prevention of the illicit production or rectification of alcoholic spirits, 
and the consequent defrauding of the United States of tax, has long been 
rendered more difficult by the failure to obtain a conviction of a person 
discovered at the site of illicit distilling or rectifying premises, but who was 
not, at the time of such discovery, engaged in doing any specific act. 

In the Bozza case, the Supreme Court took the position that to sustain 
conviction, the testimony “must point directly to conduct within the narrow 
margins which the statute alone defines.” These new provisions are designed 
to avoid the effect of that holding as to future violations. 


Section 5602. PENALTY FOR TAX FRAUD BY DISTILLER 


This section is a consolidated restatement of existing law (secs. 5606 and 
5626) except that the penalty imposed is increased to a fine of not more than 
$10,000, or imprisonment of not more than 5 years, or both, which is the same 
as the penalty under existing law (sec. 5762) with regard to similar offenses in 
respect to tobacco. 


Section 5603. PENALTY RELATING TO RECORDS, RETURNS, AND REPORTS 


This section is a consolidated and clarifying restatement of existing law (secs. 
5610, 5611, 5620, 5621, and 5692) with respect to certain records and reports 
required under chapter 51, extended to apply to all persons required under this 
chapter (other than subch. F and G) or regulations issued pursuant thereto to 
keep or file any record, return, report, summary, transcript, or other document, 


Subsection (a)—Fraudulent noncompliance 


This subsection designates the offenses with intent to defraud, and pro- 
vides a penalty of a fine of not more than $10,000, or imprisonment of not 
more than 5 years, or both, for each such offense. The reference to “such 
document” in paragraphs (1) through (5) is intended to refer to all of the 
documents listed preceding paragraph (1). 


Subsection (b)—Failure to comply 


This subsection designates the offenses otherwise than with intent to 
defraud, and provides a penalty of a fine of not more than $1,000, or im- 
prisonment of not more than 1 year, or both, for each such offense. The 
reference to “such document” in paragraphs (1) through (5) is intended te 
refer to all of the documents listed preceding paragraph (1). 
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Section 5604. PENALTIES RELATING TO STAMPS, MARKS, BRANDS, AND CONTAINERS 


This section is a clarifying, conforming, and consolidated restatement of 
existing law (secs. 5635, 5636, 5637, 5638, 5642, 5643, and 5644) in respect of 
criminal penalties relating to distilled spirits stamps, marks, brands, and con- 
tainers under this chapter, except that the penalty is made uniform as a fine 
of not more than $10,000, or imprisonment not more than 5 years, or both, for 
each such offense. 

The forfeiture provisions of the sections of existing law from which this 
section is derived are considered to be duplications of other provisions of this 
chapter or subtitle F, and therefore have been omitted. 


SecTION 5605. PENALTY RELATING TO RETURN OF MATERIALS USED IN THE MANU- 
FACTURE OF DISTILLED SPIRITS, OR FROM WHICH DISTILLED SPIRITS 
MAY BE RECOVERED 


This section is existing law (sec. 5609) except that the fine of nct more than 
$500, or imprisonment for not more than 1 year, or both, has been increased to 
a fine of not more than $1,000, or imprisonment not more than 2 years, or both. 
By reason of the changes in section 5291 this penalty is made applicable with 
respect to the disposal of denatured distilled spirits or articles from which 
distilled spirits may be recovered. 

SecTION 5606. PENALTY RELATING TO CONTAINERS OF DISTILLED SPIRITS 

This section is a restatement of existing law (sec. 5641) except that the offense 
has been reduced from a felony to a misdemeanor by reducing the penalty to a 
fine of not more than $1,000, or imprisonment not more than 1 year, or both. 
Jjonsistent with the reduction of the penalty from a felony to a misdemeanor 
the provision of existing law that the offense be willful is omitted. 

The forfeiture provisions of the existing law (sec. 5641) are considered to be 


a duplication of other provisions of this chapter or subtitle F, and therefore have 
been omitted. 


SecTion 5607. PENALTY AND FORFEITURE FOR UNLAWFUL USE, RECOVERY, OF CONCFAL- 
MENT OF DENATURED DISTILLED SPIRITS, OR ARTICLES 
This section is a clarifying and conforming restatement of existing law (see. 
5647) except that the fine of not more than $5,000 is increased to a fine of not more 
than $10,000. 


SecTIon 5608. PENALTY AND FORFEITURE FOR FRAUDULENT CLAIMS FOR EXPORT DRA W- 
BACK OR UNLAWFUL RELANDING 


Subsection (a)—Fraudulent claim for drawback 


This subsection is a restatement of existing law (sec. 5648 (a@)) except 
that the criminal penalty applicable to fraudulent claims is reduced from 
10 years to 5 years, and except that the penalty as to owners, agents, or 
masters of vessels, and others aiding or abetting in the fraud, is increased 
from a fine not exceeding $5,000, and imprisonment not more than 1 year, 
to a fine of not more than $5,000, or imprisonment not more than 3 years, 
or both. 


Subsection (b)—Unlawful relanding 


This subsection is a clarifying and conforming restatement of existing 
law (sec. 5648 (b)). 


Section 5609. DESTRUCTION OF UNREGISTERED STILLS, DISTILLING APPARATUS, EQUIP- 
MENT, AND MATERIALS 


This section is a clarifyling restatement of existing law (sec. 5623) with re 
spect to the destruction of unregistered stills, distilling or fermenting equipment 
or apparatus, or distilling or fermenting material. 

This section omits as obsolete or unnecessary certain of the detailed provisions 
of existing law and provides more modern and simplified procedures with regard 
to such destructions and the filing of claims with respect to such destroyed 
property. 


Section 5610. DispOSAL OF FORFEITED EQUIPMENT AND MATERIAL FOR DISTILLING 
This section is a clarifying restatement of existing law (sec. 5622) except that 

the obsolete provision for “deducting expenses of sale” has been omitted and 

authority given the court to dispose of forfeited property other than by sale at 


fae 


alee 
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public auction where it would be to the best interests of the Government. Public 
sale of the forfeited property described in this section is under certain conditions 
not in the Government’s interest. This discretion will also permit the court to 
better dispose of perishable property where necessary to prevent loss to the 
Government, or to the owners or claimants of the property. 


SEcTION 5611. RELEASE OF DISTILLERY BEFORE JUDGMENT 

This section is a clarifying restatement of existing law (sec. 5624) except that 
the provision for personal sureties is omitted as a conforming change since such 
sureties are not generally accepted with respect to other bonds given under this 
chapter. 


SecTIoN 5612. FORFEITURE OF TAXPAID DISTILLED SPIRITS REMAINING ON DISTILLERY 
PREMISES 
Subsection (a)—General 
This subsection is a restatement of existing law (sec. 5625) in respect to 
distillery or internal revenue bonded warehouse premises, extended to apply 
to the bonded premises of any distilled spirits plant. This subsection is 
also made applicable to distilled spirits upon which the tax has been 
determined. 


Subsection (b)—H«aceptions 
This subsection is new. It sets forth the specific conditions under which 
subsection (a) is not applicable. 
Paragraphs (1) and (2) are consistent with existing administrative 
procedure. 
Paragraph (3) is necessary to prevent conflict with the provisions of 
section 5215. 
Srecrion 5613. FORFEITURE OF DISTILLED SPIRITS NOT STAMPED, MARKED, OR BRANDED 
AS REQUIRED BY LAW 
Subsection (a)—Unmarked or unbranded casks or packages 
This subsection is a clarifying restatement of existing law (sec. 5639). 
Subsection (b)—Unstamped containers 
This subsection is a clarifying restatement of existing law (secs. 5639 
and 5640). 
SECTION 5614. BURDEN OF PROOF IN CASES OF SEIZURE OF SPIRITS 
This section is a clarifying restatement of existing law (sec. 5649) with lan- 
guage conformed to the concept of the distilled spirits plant, 


SEcTION 5615. PROPERTY SUBJECT TO FORFEITURE 
Paragraph (1)—Unregistered still or distilling apparatus 


This paragraph is a clarifying and conforming restatement of existing 
law (sec. 5601). 


Paragraph (2)—Distilling apparatus removed without notice or set up 
without permit 
This paragraph is a clarifying and conforming restatement of existing 
law (sec. 5602). 


Paragraph (3)—Distilling without giving bond or with intent to de- 
fraud 
This paragraph is a consolidated and clarifying restatement of exist- 
ing law (secs. 5604, 5606, 5626, and 5650). 


-aragraph (4)—Unlawful production and removals from vinegar plants 

This paragraph is a restatement of existing law (sec. 5608 (b)) 
except that under subparagraph (A) the long established limitations 
by regulations upon the alcoholic content of the materials that may be 


produced in vinegar plants, is set forth therein to conform with the 
limitations set forth in section 5501. 


Paragraph (5)—False or omitted entries in records, returns, and reports 

This paragraph is a clarifying restatement of the forfeiture provi- 
sions of existing law (sec. 5620) relating to false or omitted entries in 
distillers’ books or records, extended to apply to false or omitted entries 
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in records, returns, or reports of bonded warehousemen, rectifiers, and 
bottlers of distilled spirits. 


Paragraph (6)—Unlawful removal of distilled spirits 

This paragraph is a clarifying and consolidated restatement of cer- 
tain forfeiture provisions of existing law (secs. 5631, 5632, 5643, and 
5647) in respect to unlawful removal of distilled spirits, extended to 
apply to all distilled spirits on which the tax has not been paid or 
determined and which have been removed, other than as authorized by 
law, from the place of manufacture, storage, or instrument of trans- 
portation. 


Paragraph (7)—Creation of fictitious proof 
This paragraph is a restatement of existing law (sec. 5634). 


Part Il—Penalty and Forfeiture Provisions Applicable to Wine and Wine Pro- 
duction 


SecTION 5661. PENALTY AND FORFEITURE FOR VIOLATION OF LAWS AND REGULATIONS 
RELATING TO WINE 
Subsection (a)—Fraudulent offenses 
This subsection is existing law (sec. 5661 (a)), except that the text 
reading “shall, on conviction, be punished for each such offense by a fine 
not exceeding $5,000, or imprisonment for not more than 5 years, or both,” 
is changed for uniformity to read “shall be fined not more than $5,000, or 
imprisoned not more than 5 years, or both, for each such offense.” The 
references in the text to “any requirement of subchapter F * * * ” is like- 
wise changed to “any provision of subchapter F * * *” to conform with 
subsection (b). 
The provision for an additional penalty “of double the tax due, to be 
assessed, levied and collected in the same manner as taxes are collected” 
is omitted as unrealistic, and unnecessary in view of the provisions of chap- 


ter 68, subtitle F, relating to “additions to the tax, additional amounts, and 
assessable penalties.” 


Subsection (b)—Other Offenses 
This subsection is a clarifying and conforming restatement of existing 
law (sec. 5661 (b)). 
Section 5662. PENALTY FOR ALTERATION OF WINE LABELS 
This section is a clarifying and conforming restatement of existing law (sec. 
5662). 
SEcTION 5663. CROSS REFERENCE 


Part IlI—Penalty, Seizure, and Forfeiture Provisions Applicable to Beer and 
Brewing 
SECTION 5671. PENALTY AND FORFEITURE FOR EVASION OF BEER TAX AND FRAUDULENT 
NONCOMPLIANCE WITH REQUIREMENTS 
This section is a clarifying and conforming restatement of existing law (sec. 
5671). 


SECTION 5672. PENALTY FOR FAILURE OF BREWER TO COMPLY WITH REQUIREMENTS 
AND TO KEEP RECORDS AND FILE RETURNS 


This section is a clarifying and conforming restatement of existing law (sec 
5672). 


~e 


SECTION 5673. FORFEITURE OF FLAGRANT AND WILLFUL REMOVAL OF BEER WITHOUT 
TAXPAY MENT 


This section is existing law (sec. 5673). 
SECTION 5674. PENALTY FOR UNLAWFUL REMOVAL OF BEER 


This section is a clarifying and conforming restatement of existing law (see. 
5674). 
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Section 5675. PENALTY FOR INTENTIONAL REMOVAL OR DEFACEMENT OF BREWER’S 
MARKS AND BRANDS 


This section is existing law (sec. 5675) except for the substitution of “removes 
or defaces any mark, brand, or label’ in place of “removes or defaces the marks 
and brands” and of “such mark, brand, or label is so removed or defaced” in 
place of “the marks or brands are so removed or defaced.” This change in text 
is necessary to conform and make the section consistent with the provision of 
section 5412 to which it relates. 


SECTION 5676. PENALTIES RELATING TO BEER STAMPS 
This section is existing law (sec. 5676). 


Part I1V—Penalty, Seizure, and Forfeiture Provisions Common to Liquors 


SECTION 5681. PENALTY RELATING TO SIGNS 
Subsection (a)—Failure to post required sign 


This subsection is existing law (sec. 5681) except that it is extended to 
warehousing and bottling of distilled spirits consistent with the change in 
the requirement for posting of signs under section 5180 (a), and the penalty 
of $500, is changed to a fine of not more than $1,000, or imprisonment not 
more than 1 year, or both. 


Subsection (b)—Posting or displaying false sign 


This subsection is a clarifying restatement of existing law (sec. 5681) 
except that it is extended to warehousing and bottling of distilled spirits 
consistent with the change in the requirements for posting of signs under 
section 5180 (a), and the fine of $1,000, and imprisonment not more than 
6 months, is changed to a fine of not more than $1,000, or imprisonment not 
more than 1 year, or both. 


Subsection (c)—Premises where no sign is placed or kept 


This subsection is a clarifying restatement of existing law (sec. 5681) 
except that it is extended to include distilled spirits bottling establishments 
consistent with the change in the requirements for posting of signs under 
section 5180 (a), and the fine of not more than $1,000, or imprisonment not 
more than 6 months is changed to a fine of not more than $1,000, or imprison- 
ment not more than 1 year, or both. 


Subsection (d)—Presumption 


This subsection is a new provision. It provides a rebuttable presumption 
of guilty in the case of persons who are present on the premises of a distillery 
or rectifying establishment where no sign is placed or kept as required by 
section 5180 (a). The purpose of this presumption is the same as the purpose 
of the presumptions contained in section 5601 (b). 


Secrion 5682. 


PENALTY FOR BREAKING LOCKS OR GAINING ACCESS 
This section is a conforming restatement of existing low (sec. 5682). 
Section 5683 


PENALTY AND FORFEITURE FOR REMOVAL OF LIQUORS UNDER IMPROPER BRANDS 


This section is existing law (sec. 5683) except that for uniformity “spirituous 
liquors or beer or wines” is changed to “distilled spirits, wines, or beer,” and 
the fine of $500 is changed to “shall be fined not more than $1,000, or imprisoned 
not more than 1 year, or both.” 


SrecTiIon 5684 


PENALTIES RELATING TO THE PAYMENT AND COLLECTION OF LIQUOR TAXES 


Subsection (a)—Failure to pay tav 


This subsection is a new provision which makes applicable to the failure 
to pay any tax imposed by part I of subchapter A at the time prescribed a 
civil penalty of 5 percent of the tax due but unpaid. This penalty is similar 
to the penalty provided in existing law (sec. 5761 (e) with regard to com- 
parable failure to pay tax in respect to tobacco. This provision is necessary 
for adequate administration of a system which provides for the payment of 
these taxes on the basis of a return (sec. 5061). 
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Subsection (b)—Failure to make deposit of taxes 


This subsection is a new provision which changes the penalty provided 
for the failure to make deposit of taxes imposed under part I of subchapter 
A on the date prescribed therefor (from 1 percent if such failure is for not 
more than 1 month plus 1 percent for each additional month or fraction 
thereof not to exceed 6 percent in the aggregate) to a flat penalty of 5 
percent. This change is deemed to be essential to assume the proper opera- 
tion of the deposit system with regard to these taxes. 

Subsection (c)—Applicability of section 6659 


This subsection is new and provides that section 6659 (a) shall govern 
the assessment, collection, and payment of the penalties imposed by sub- 
sections (a) and (b). This provision is comparable to the provision of exist- 
ing law (sec. 5761 (c)) with respect to tobacco taxes. 


SEcTION 5685 
PENALTY AND FORFEITURE RELATING TO POSSESSION OF DEVICES FOR EMITTING GAS, 
SMOKE, ETC., EXPLOSIVES AND FIREARMS, WHEN VIOLATING LIQUOR LAWS 
This section is existing law (sec. 5685). 
SEcTION 5686. 
PENALTY FOR HAVING, POSSESSING OR USING LIQUOR, OR PROPERTY INTENDED TO BE 
USED IN VIOLATING PROVISIONS OF THIS CHAPTER 
Subsection (a)—General 
This subsection is existing law (sec. 5686 (b)), except for conforming 
changes in language. 
Subsection (b)—Cross reference 


SECTION 5687. PENALTY FOR OFFENSES NOT SPECIFICALLY COVERED 


This section is a simplified consolidated restatement of existing law (secs. 
5602, 5608 (c), 5612, 5613, 5614, 5615, 5616, 5617, 5618, 5619, 5627, 5628, 5630, 
56381, 5643, 5684 (a), 5686 (a), and 5687), extended to provide uniform punish- 
ment, as a misdemeanor by a fine of not more than $1,000, imprisonment not more 
than 1 year, or both, for any person violating any provision of this chapter, or 
regulations issued pursuant thereto, for which a specific criminal penalty is not 
prescribed by this chapter. 


SEcTION 5688. DISPOSITION AND RELEASE OF SEIZED PROPERTY 


Subsection (a)—Forfeiture 
This subsection is existing law (sec. 5688 (a@)) except for the added au- 
thority in paragraph (2) (A) for delivery to government agencies of such 
property for use for any other official purpose for which appropriated funds 
may be expended. The purpose of this change is to effect savings in the 
use of appropriated funds where practicable. 
Subsection (b)—Distraint or judicial process 
This subsection is existing law (sec. 5688 (b)). 
Subsection (c)—Release of seized vessels or vehicles by courts 
This subsection is existing law (sec. 5688 (c) ). 
Section 5689. PENALTY AND FORFEITURE FOR TAMPERING WITH A STAMP 
MACHINE 
This section is existing law (sec. 5689) except that the monetary penalty of 
$5,000, is dropped to conform the penalty to other penalties under this chapter. 
Section 5690. DEFINITION OF THE TERM “PERSON” 
This section is existing law (sec. 5690). 


Part V—Penalties Applicable to Occupational Taxes 


Section 5691. PENALTIES FOR NONPAYMENT OF SPECIAL TAXES RELATING TO LIQUORS 


Subsection (a)—General 


This subsection is a conforming restatement of existing law (sec. 5691). 
The forefeiture provisions contained in existing law (sec. 5691) are omitted 
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as they are deemed to be covered by other provisions of this chapter or of 
subtitle F. 


Subsection (b)—Presumption in case of the sale of 20 wine gallons or more 


This subseetion is a new provision establishing a rebuttable presumption 
and is for the purpose of aiding in the enforcement of the special tax provi- 
sions applicable to carrying on the business of wholesale dealer in liquors 
or wholesale dealer in beer. 


SectTIon 5692. PENALTIES RELATING TO POSTING OF SPECIAL TAX STAMPS 
Cross reference. 
OMITTED SECTIONS 


The following sections and parts of sections in chapter 51 of the 1954 code have 
been omitted in their entirety: 

(1) Section 5001 (a) (4)—Alcoholic compounds from Puerto Rico and 
Virgin Islands: Provisions relating to tax on alcoholic compounds from 
Puerto Rico and Virgin Islands are in section 7652. 

(2) Section 5007 (c)—Payment of tax on alcoholic compounds from 
Puerto Rico and Virgin Islands: Authorization for prescribing regulations 
relating to collection of tax on alcoholic compounds from Puerto Rico and 
Virgin Islands is included in the provisions of sections 7652 and 7805. 

(3) Section 5007 (e)—Assessment for deficiencies in production and ex- 
cess of materials used: This subsection is obsolete and its omission is con- 
sistent with the omission of section 5179. 

(4) Section 5021 (b)—Change in proof or volume: This section, which 
prohibits the rectifier from increasing the volume of rectified spirits or wine 
by the addition of water or other substance after the process of rectification 
is complete and the taxes have been determined, unnecessarily restricts the 
rectifier’s operations, and is therefore omitted. 

(5) Section 5027—Stamp provisions applicable to rectifiers: The provi- 
sions of this section relating to the furnishing of wholesale liquor dealers’ 
stamps in lieu of and in exchange for stamps for rectified spirits, are not 
necessary in view of the general provisions for the supplying or procuring 
of stamps contained in section 5205. 

(6) Section 5111 (a) (2) and (b) (2)—Retailers selling at wholesale: 
These paragraphs are inconsistent with the new definitions of retail and 
wholesale dealers. 

(7) Section 5121 (a) (2) and (b) (2)—Wholesalers selling at retail: 
These paragraphs are inconsistent with the new definitions of wholesale 
and retail dealers. 

(8) Section 5143—Returns: This section is omitted in order that the 
payment of special tax will be made a condition precedent to the carrying 
on of the trade or business subject to such tax (except in the case of non- 
beverage drawback claimants) under this part. 

(9) Section 5177 (a)—General conditions of approval of distiller’s 
bond: This provision is unnecessary in view of the provisions contained 
in the last sentence of section 5171 (a). 

(10) Section 5179—Survey of distillery: The provisions of this section 
are obsolete. 

(11) Section 5192 (d)—Storekeeper-gaugers’ records: Special provision 
for records and reports of storekeeper-gaugers are not necessary in view 
of the requirements of section 7803 and title 5, United States Code, sec- 
tion 22. 

(12) Section 5194 (h)—Effect on other laws: The provisions of this sub- 
section are omitted as unnecessary in view of the authority for the estab- 
lishment of a single type of distilled spirits plant and the elimination of 
artificial restrictions on transfers of distilled spirits and on the redistillation 
of spirits. 

(13) Section 5217 (c)—Termination of section: The omission of this 
subsection is consistent with the single distilled spirits plant concept and 
the permanent provisions for utilization of plants for national emergency 
purposes. 

(14) Section 5241 (c)—Storekeeper-gaugers’ records and returns: Spe- 
cial provision for records and reports of storekeeper-gaugers are not neces- 
sary in view of the requirements of section 7803 and title 5, United States 
Code, section 22. 
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(15) Section 5243 (f)—Effect on State laws: The provisions of this sub- 
section are unnecessary, since the act of August 8, 1890 (26 Stat. 313; 27 
U. S. C. 121) is applicable to all distilled spirits, including those bottled in 
bond. 

(16) Section 5304 (a) (6)—Review of disapproval: The provisions of 
this subsection are inappropriate, since the Administrative Procedure Act 
(5 U. S. C. 1001) governs the procedure for review of disapprovals of ap- 
plications for permits. 

(17) Section 5304 (d)—Provisions relating to venue: The provisions of 
this subsection are unnecessary in view of the provisions of the Adminis- 
trative Procedure Act (5 U. S. C. 1001) and the Federal Rules of Criminal 
and Civil Procedure. 

(18) Section 5315—Compliance with court subpena as to testifying or 
producing records: The circumstances justifying the application of the 
provisions of this section no longer exist. 

(19) Section 5316—Form of affidavit, information, or indictment : The pro- 
visions of this section are unnecessary in view of the provisions of the Fed- 
eral Rules of Criminal Procedure. 

(20) Section 5317 (a)—Applicability of other internal revenue laws: This 
section is duplicative of other provisions of this chapter and subtitle F. 

(21) Section 5319 (3), (4), and (5)—Definitions: These definitions are 
unnecessary. 

(22) Section 5819 (8)—Definition: This definition is unnecessary in view 
of other definitions in this chapter and subtitle F. 

(23) Section 5502—Distilled vinegar: The provisions of this section are 
unnecessary. 

(24) Section 5605—Penalty for improper approval of distiller’s bond: 
This section is omitted since it is considered that the provisions of section 
7214 adequately cover unlawful acts of revenue officers. 

25) Section 5633—Penalty of officer in charge of warehouse for unlawful 
removal of spirits: This section is omitted since it is considered that the pro- 
visions of section 7214 adequately cover unlawful acts of revenue officers. 

(26) Section 5645—Penalty for unlawful affixing, canceling, or issue of 
stamps by officer: This section is omitted since it is considered that the pro- 
visions of section 7214 adequately cover unlawful acts of revenue officers. 

(27) Section 5646—Penalty for evasion of distilled spirits tax: This sec- 
tion is omitted in order to conform the law with respect to evading or at- 
tempting to evade, liquor taxes to the civil penalty provisions of subtitle F. 

(28) Section 5684 (b) and (c)—Penalties relating to the payment and 
collection of liquor taxes: The penalties in these subsections are omitted in 
order to conform the law with respect to certain willful acts relating to 
liquor taxes to the criminal and civil penalty provisions of subtitle F. 

(29) Section 5688 (d)—Release of seized property by Secretary or his 
delegate: This section was omitted in order to make uniform the procedure 
with respect to release of seized property. 


CHAPTER 52—Topacco, Cigars, CIGARETTES, AND CIGARETTE PAPERS AND TUBES 


The changes in chapter 52 are primarily for the purpose of terminating some of 
the statutory requirements and restrictions imposed by existing law upon manu- 
facturers of cigarette papers and tubes. Existing law applies uniform control 
provisions to all articles taxed under chapter 52. In view of the limited number 
of manufacturers of cigarette papers and tubes, the relatively small revenue yield 
from the taxes on such articles, and the fact that this type of business holds no in- 
ducement to illicit operators and presents no enforcement problem, the permit 
system and certain other provisions relating to them are considered unnecessary. 
Consequently, the definition of “articles,” appearing in section 5702 (j) of exist- 
ing law is eliminated, and each provision of the chapter specifically sets forth the 
taxable articles to which it is applicable. 

Certain other changes are made for the purpose of clarifying and conforming 
statutory language or writing into the statute certain provisions necessary for 
the protection of the reveune in other areas under chapter 52. 
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™ SUBCHAPTER A—DEFINITIONS ; RATE AND PAYMENT OF Tax; EXEMPTION From 

7 Tax ; AND REFUND AND DRAWBACK OF Tax 

n Section 5701. Rate or Tax 

f Subsection (a)—Tobacco 

t This subsection is existing law (sec. 5701 (a) ). 

e Subsection (b)—Cigars 

.f This subsection is existing law (sec. 5701 (b)) except for two clarifying 

7 changes. The addition of the expression “exclusive of any State or local 

" taxes imposed on the retail sale of cigars” is intended to make it clear that 
such taxes are not to be considered by the manufacturer or importer of cigars 

- in determining the ordinary retail price of a single cigar in its principal 

o market, for purposes of payment or determination of the Federal tax on 
such cigars. The addition of the new sentence is intended to protect the 

. revenue by preventing the undertaxpayment of large cigars removed by man- 

i- ufacturers and importers for gratuitous distribution rather than for sale. 


Subsection (c)—Cigarettes 


is This subsection is existing law (sec. 5701 (c) ). 
re Subsection (d)—Cigarette papers 
; This subsection is existing law (sec. 5701 (d)) except for changes in the 
Ww E language which imposes the tax on domestic and imported cigarette papers 
; when made up into books or sets containing more than 25 papers each, for 
re the purpose of making clear that the tax is applied directly to each book or 
: set of such papers. The word “package” is eliminated from the existing 
l: F taxable units of cigarette papers because it has lead to some uncertainty and 
yn ’ misunderstanding on the part of taxpayers since the term “package” usually 
f relates to the container in which books or sets of cigarette papers are put up 
a : for shipping purposes. The change in this subsection also enables further 
o- , clarification to be made throughout the chapter so as to make it apparent 
S. a that the Government’s concern is directed to the collection of the tax on 
of é such books or sets of cigarette papers on which the tax is imposed, and not 
o- ; on nontaxable cigarette papers, 
Ss. Subsection (e)—Cigarette tubes 
. ; This subsection is existing law (sec. 5701 (e) ). 
F. ; Subsection (f)—Jmported tobacco products and cigarette papers and tubes 
1d This subsection is a clarifying and conforming restatement of existing law 
in (sec. 5701 (f)). 
to 


Secrion 5702. DEFINITIONS 
is : Subsection (a)—Manufactured tobacco 


Pata! wha Seat 


re This subsection is a restatement of existing law (sec. 5702 (a)) except for 
changes in language intended for clarity and achievement of a more complete 
se and realistic definition of “manufactured tobacco,” and avoidance of any 


overlapping with the statutory definition for “tobacco materials.” 
of ; Subsection (b)—Manufacturer of tobacco 


- This subsection is a restatement of existing law (sec. 5702 (b)) except for 
ol changes in language which are intended for clarity and achievement of a more 
= complete and realistic definition of “manufacturer of tobacco,” elimination 
ld of the present overlapping provisions of this definition and that of “dealer in 
= tobacco materials,” and addition of the statutory requirement that an asso- 
it ciation of farmers or growers of tobacco shall keep records of leaf tobacco 
y: received and disposed of which would enable the Government to determine 
st that the association is bona fide and is, therefore, entitled to the statutory 
he exemption from liability as a ‘manufacturer of tobacco” and from tax 
ng on the tobacco which it handles. 


or Subsection (c)—Cigar 
This subsection is existing law (sec. 5702 (c)). 
Subsection (d)—Cigarette 
This subsection is existing law (sec. 5702 (d)). 
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Subsection (e)—Manufacturer of cigars and cigarettes 

This subsection is a clarifying and conforming restatement of existing 
law (sec. 5702 (e)) except for the addition of a sentence intended to con- 
tinue the long-standing construction that a proprietor of a customs bonded 
manufacturing warehouse, which warehouse is entirely under customs 
jurisdiction and supervision, shall not be regarded as a domestic manu- 
facturer of cigars and cigarettes for internal revenue purposes. 


Subsection (f)—Tobacco products 

This subsection is existing law (sec. 5702 (f)). 
subsection (g)—Cigarette paper 

This subsection is existing Jaw (sec. 5702 (g)). 
Subsection (h)—Cigarette papers 

This subsection is new. It provides a statutory definition of ‘cigarette 
papers,” and conforms with the clarifying change in the language of 
section 5701 (d). 


Subsection (i) Cigarette tube 
This subsection is existing law (sec. 5702(h)). 
Subsection (j)—Manufacturer of cigarette papers and tubes 


This subsection is a clarifying and conforming restatement of existing 
law (sec. 5702 (i)). 
Subsection (k)—Haport warehouse 

This subsection is new. It provides a specific statutory definition of “‘ex- 
port warehouse” in order to give statutory recognition to bonded tobacco 
export warehouses. Although, for approximately 25 years, provision has 
been made by regulation for the establishment and operation of bonded 
tobacco export warehouses for the purpose of receiving tobacco products and 
cigarette papers and tubes, upon which the internal revenue tax has not been 
paid, from manufacturers for subsequent shipment for sea stores or export, 
the existence of such warehouses has never been specifically recognized by 
statute. 


Subsection (1)—Haport warehouse proprietor 


This subsection is new. It proves a conforming specific statutory defini- 
tion of “export warehouse proprietor.” 


Subsection (m)—Tobacco materials 


This subsection is a clarifying restatement of existing law (sec. 5702(k)) 
intended to eliminate any overlapping with the definition for “manufactured 
tobacco.” 


Subsection (n)—Dealer in tobacco materials 


This subsection is a restatement of existing law (sec, 5072 (1)) except 
for clarifying changes in language and addition of the statutory requirement 
that an association of farmers or growers of tobacco shall keep records of leaf 
tobacco received and disposed of which would enable the Government to 
determine that the association is bona fide and is, therefore, entitled to 
the statutory exemption for liability as a “dealer in tobacco materials” and 
from tax on the tobacco which it handles. The addition of paragraph (3) 
to this subsection is intended to make it clear that speculators (referred to in 
the trade as pinhookers) in leaf tobacco, whose tobacco is generally sold 
by qualified dealers in tobacco materials, are specifically exempted from the 
definition of “dealer in tobacco materials.” Such speculators usually move 
from one leaf tobacco market to another, have no fixed place of business, 
and do not have possession of the tobacco when it is sold. Traditionally, for 
revenue purposes, the Government has been interested only in the physical 
possession of leaf tobacco rather than the ownership thereof. 


Subsection (0) —Removal or remove 


This subsection is a clarifying and conforming restatement of existing 
law (sec. 5702 (m)). 





EXCISE TAX TECHNICAL AND ADMINISTRATIVE PROBLEMS 105 


ting Subsection (p)—IJmporter 

con- This subsection is a clarifying and conforming restatement of existing law 
ided (sec. 5702 (n)) except for the addition of a clause intended to continue the 
oms long-standing construction that the proprietor of a customs bonded manu- 
2nu- facturing warehouse, who produces cigars or cigarettes therein, is regarded 


as an importer of such products and not as a domestic manufacturer for 
internal revenue purposes, since the cigars and cigarettes are produced under 
customs supervision and control, from imported tobacco materials. This will 
avoid any conflict or duplication of supervision by Customs and the Internal 
Revenue Service, and will maintain the existing status of proprietors of such 
warehouses. 


Section 5703. LIABILITY FOR TAX AND METHOD OF PAYMENT 


ette Subsection (a)—Persons liable to make return and pay tar 
» of This subsection is a clarifying and conforming restatement of existing 


law (sec. 5703 (a)) except that it provides by law that export warehouse 
proprietors are liable for tax on tobacco products and cigarette papers and 
tubes upon which tax has not been paid, which they receive for temporary 
storage and subsequent removal and shipment for export purposes. Here- 
tofore, in order to obtain authorization to operate such warehouses, prop- 
rietors have been required, by regulations, to bond themselves for the pay- 


ti : : y 
dg ment of an amount equivalent to the tax on tobacco products and cigarette 

papers and tubes received and not properly accounted for in the manner 
prescribed by regulations. 

6 . . 

ex- Subsection (b)—Stamps to evidence the tar 

ieee This subsection as a clarifying and conforming restatement of existing 

ded law (sec. 5703 (b)) except that cigarette papers and tubes have been elimi- 
nated from its provisions. 

and Pp 

een Subsection (c)—Use of Government depositaries 

+e This subsection is existing law (sec. 5703 (c)). 

y 


Subsection (d)—Assessment 
This subsection is existing law (sec. 5703 (d)) except for the addition of 
provisions intended to protect the revenue where collection of tax may be 
fini- jeopardized by delay in assessing such tax, and to expedite assessment and 
collection of tax omitted to be paid by the taxpayer as required. 


SEecTION 5704. EXEMPTION FROM TAX 


k)) Subsection (a)—Tobacco products furnished for employee use or experi- 
red mental purposes 
This subsection is existing law (sec. 5704 (a) ). 


Subsection (b)—Tobacco products and cigarettes papers and tubes trans- 


cept ferred or removed in bond from domestic factories and 
oe export warehouses 
a. This subsection is a clarifying and conforming restatement of existing law 


(sec. 5704 (b)) except that its provisions have been extended to include 


oe export warehouse proprietors as being authorized to make transfers of 
(3) products without payment of tax. 

oin Subsection (¢)—Tobacco materials shipped or delivered in bond 

sold This subsection is a clarifying and conforming restatement of existing law 
the (sec. 5704 (c)) except for the addition of provisions intended to permit the 
Love shipment or delivery of tobacco stems and waste materials, without payment 
ess, of tax, to any person for use as fertilizer or insecticide or in the manufacture 
for of fertilizer, insecticide, or nicotine. 

‘ical 


Subsection (d)—Tobacco products, cigarette papers and tubes, and tobacco 
materials released in bond from customs custody 


This subsection is a clarifying and conforming restatement of existing law 
ting (sec. 5704 (d)). 
SecTION 5705. REFUND OR ALLOWANCE OF TAX 
Subsection (a)—Refund 


This subsection is a clarifying and conforming restatement of existing law 
(sec. 5705 (a)) except that it extends the refund provisions to export ware- 
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house proprietors, consistent with the extension to such proprietors of the 
provisions of section 5703 (a) in respect to liability for payment of tax. 


Subsection (b)—Allowance 


This subsection is a clarifying and conforming restatement of existing 
law (sec. 5705 (b)). 


Subsection (c)—Limitation 
This subsection is existing law (sec. 5705 (c)). 
SecTION 5706. DRAWBACK OF TAX 


This section is a clarifying and conforming restatement of existing law (sec. 
5706). 
SecTIon 5707. FLOOR STOCKS REFUND ON CIGARETTES 

This section is existing law (sec. 5707). 


SecTIon 5708. REFUND OR CREDIT FOR LOSSES CAUSED BY DISASTER 


This section is new. It provides permanent and continuing legislation under 
which tax relief would be afforded with respect to tobacco products, and cigarette 
papers and tubes, which are lost, destroyed, or rendered unmarketable by disas- 
ter, coextensive with the similar relief afforded in the case of distilled spirits, 
wines, and beer, by section 5064. Existing law (sec. 5705) only authorizes relief 
in the case of articles lost or destroyed while in the possession or ownership of 


the taxpayer and, in the case of damaged goods, only when withdrawn by the 
taxpayer from the market. 


SUBCHAPTER B—QUALIFICATION REQUIREMENTS FOR MANUFACTURERS OF TOBACCO 


PRODUCTS AND CIGARETTE PAPERS AND TUBES, Export WAREHOUSE PROPRIETORS, 
AND DEALERS IN TOBACCO MATERIALS 


The title of this subchapter is changed to show clearly the persons to whom 
the subchapter applies, including export warehouse proprietors. 


SEecTION 5711. Bonp 
Subsection (a)—When required 


This subsection is a clarifying and conforming restatement of existing 
law (sec. 5711 (a)) except for the inclusion under its provisions of export 
warehouse proprietors who are now required by regulation to give bond. 


Subsection (b)—Approval or disapproval 
This subsection is existing law (sec. 5711 (b)). 
Subjection (c)—Canccllation 
This subsection is existing law (sec. 5711 (c)). 
SECTION 5712. APPLICATION FOR PERMIT 


This section is existing law (sec. 5712) except that it no longer requires appli- 
cations for permits by manufacturers of cigarette papers and tubes but makes 
such requirement applicable to export warehouse proprietors. 


SECTION 5713. PERMIT 
Subsection (a)—J/ssuance 


This subsection is existing law (sec. 5713 (a@)) except that it no longer 
requires a permit to engage in business as a manufacturer of cigarette papers 
and tubes but requires a permit in order to engage in business as an export 
warehouse proprietor. 


Subsection (b)—Revocation 
This subsection is evisting law (sec. 5713 (c)). 


SuBCHAPTER C—OPERATIONS BY MANUFACTURERS AND IMPORTERS OF TOBACCO 


PRODUCTS AND CIGARETTE PAPERS AND TUBES AND EXporT WAREHOUSE PROPRIE- 
TORS 


The title of this subchapter is changed to show clearly the persons to whom the 
subchapter applies, including export warehouse proprietors. 
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SecTIon 5721. INVENTOR 

This section is a clarifying and conforming restatement of existing law (sec. 
5721) except that its provisions are also made applicable to export warehouse 
proprietors. 
SECTION 5722. Reports 


This section is a clarifying and conforming restatement of existing law (sec. 
5722) except that its provisions are also made applicable to export warehouse 
proprietors. 


SECTION 5723. PACKAGES, LABELS, NOTICES, AND STAMPS 


Subsection (a)—Packages 

This subsection is a clarifying and conforming restatement of existing law 
(sec. 5723 (a)) in respect to the requirement that tobacco products and cig- 
arette papers and tubes be packaged before removal. 
Subsection (b)—Labels, notices, and stamps 

This subsection is a clarifying and conforming restatement of existing law 
(sec. 5723 (a)) in respect to the authority given the Secretary or his dele- 
gate to prescribe labels, notices, and stamps. Rather than being directive in 
nature, these provisions delegate authority to the Secretary or his delegate 
to take such regulatory action in this field, with respect to each taxable prod- 
uct, as he deems necessary to protect the revenue. 
Subsection (c)—Lottery features 

This subsection is a clarifying and conforming restatement of existing law 
(sec. 5723 (b)). 
Subsection (d)—IJndecent or immoral material prohibited 

This subsection is a clarifying and conforming restatement of existing law 
(sec. 5723 (c)). 
Subsection (e)—EHzceptions 


This subsection is a clarifying and conforming restatement of existing law 
(sec. 5723 (ad) ) and regulations. 


SUBCHAPTER D—OPERATIONS BY DEALERS IN TOBACCO MATERIALS 


SEcTION 5731. SHIPMENTS AND DELIVERIES RESTRICTED 
This section is a clarifying restatement of existing law (sec. 5731). 


SecTION 5732. INVENTORY, AND STATEMENT OF SHIPMENTS AND DELIVERIES 


This section is a clarifying restatement of existing law (sec. 5732) and regu- 
lations. 


SUBCHAPTER E—REcORDS OF MANUFACTURERS OF TOBACCO PRODUCTS AND CIGAR- 
ETTE PAPERS AND TUBES, ExPoRT WAREHOUSE PROPRIETORS, AND DEALERS IN 
ToBAcco MATERIALS 


The title of this subchapter is changed to show clearly the persons to whom 
the subchapter applies, including export warehouse proprietors. 
SecTION 5741. RECORDS TO BE MAINTAINED 


This section is a clarifying and conforming restatement of existing law (sec. 
5741) except that its provisions are extended to include specific statutory author- 
ity for the Secretary or his delegate to prescribe records to be kept by export 
warehouse proprietors. 


SUBCHAPTER F—GENERAL PROVISIONS 


‘SSEcTION 5751. PURCHASE, RECEIPT, POSSESSION, OR SALE OF TOBACCO PRODUCTS AND 
CIGARETTE PAPERS AND TUBES, AFTER REMOVAL, NOT EXEMPT FROM 
TAX 
Subsection (a)—Restriction 


This subsection is a clarifying and conforming restatement of existing law 
(sec. 5751 (a) ) except that the prohibition against the purchase, receipt, pos- 
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session, sale or offering for sale, regardless of intent, of articles not put up 
in packages bearing the prescribed labels, notices, and stamps, if any, is 
limited to tobacco products. 


Subsection (b)—Liability to tar 


This subsection is a clarifying and conforming restatement of existing 
law (sec. 5751 (b). 


Kore 


SecTION 5752. RESTRICTIONS RELATING TO USED LABELS, STAMPS, AND PACKAGES 
This section is a clarifying and conforming restatement of existing law (sec. 
5752). 


ame 


SECTION 5753. DISPOSAL OF FORFEITED, CONDEMNED, AND ABANDONED TOBACCO PROD- 
UCTS, CIGARETTE PAPERS AND TUBES, AND TOBACCO MATERIALS 
This section is a clarifying and conforming restatement of existing law (sec. 
5753). 
SUBCHAPTER G—F INES, PENALTIES, AND FORFEITURES 


SecTion 5761. CrviL PENALTIES 


Subsection (a)—Omitting things required or doing things forbidden 
This subsection is existing law (sec. 5761 (a) ). 


Subsection (b) Failure to pay tar 


This subsection is derived from existing law (sec. 5761 (c)), and con- 
tinues its provisions, except in respect to interest. The omission of the 
provisions relating to interest makes applicable the general rule with respect 
to interest provided in section 6601 (a) of existing law. 

Subsection (c)—Failure to make deposit of taxes 

This subsection is a new provision which changes the penalty provided for 
the failure to make deposit of taxes imposed under this chapter on the date 
prescribed therefor (from 1 percent if such failure is for not more than 1 
month plus 1 percent for each additional month or fraction thereof not to 
exceed 6 percent in the aggregate) to a flat penalty of 5 percent. This 
change is deemed essential to assure the proper operation of the deposit 
system with regard to these taxes. 


Subsection (d)—Applicability of section 6659 
This subsection is derived from existing law (sec. 5761 (c)) and provides 


that section 6659 (a) shall govern the assessment, collection, and payment 
of the penalties imposed by subsections (b) and (c) of section 5761, 


SECTION 5762. CRIMINAL PENALTIES 
Subsection (a)—Fraudulent offenses 


Paragraph (1)—Engaging in business unlawfully 

This paragraph is a clarifying and conforming restatement of ex- 
isting law (sec. 5742 (a) (1)) except that the provisions have been 
extended to cover engaging in business as an export warehouse proprie- 
tor without filing the bond and obtaining the permit required by this 
by this chapter or regulations thereunder. 


-aragraph (2)—Failing to furnish information or furnishing false 
information 
This paragraph is existing law (sec. 5762 (a) (2)). 
Paragraph (3)—Refusing to pay or evading tar 
This paragraph is existing law (sec. 5762 (a) (38)). 
Paragraph (4)—Removing tobacco products of cigarette papers or 
tubes unlawfully 
This paragraph is a clarifying and conforming restatement of exist- 
ing law (sec. 5762 (a) (4)). : 
Paragraph (5)—Purchasing, receiving, possessing, or selling tobacco 
products or cigarette papers or tubes unlawfully 


This paragraph is a clarifying and conforming restatement of ex- 
isting law (sec. 5762 (a)(5)). 
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Paragraph (6)—A firing improper labels or stamps 
This paragraph is a clarifying and conforming restatement of exist- 

ing law (sec. 5762 (a) (6)). 

Paragraph (7)—Packaging with improper notices 
This paragraph is a clarifying and conforming restatement of exist- 

ing law (sec. 5762 (a)(7)). 

Paragraph (8)—Refilling packages bearing labels, stamps, or notices 
This paragraph is a clarifying and conforming restatement of ex- 
isting law (sec. 5762 (a) (8)). 

Paragraph (9)—Removing labels or stamps or possessing used labels 
or stanips 
This paragraph is existing law (sec. 5762 (a) (9)). 

Paragraph (10)—Possessing emptied packages bearing labels, stamps, 
or notices 
This paragraph is a clarifying and conforming restatement of existing 

law (sec.. 5762 (a) (10)). 

Subsection (b)—Other offenses 
This subsection is existing law (sec. 5762 (b)). 


_-SeEctTION 5763. FoRFEITURES 


Subsection (a)—Tobacco products and cigarette papers and tubes unlaw- 
fully possessed 
This subsection is a clarifying and conforming restatement of existing 
law (sec. 5763 (a)) except that its provisions are limited to the same ex- 
tent as the provisions of (sec. 5751 (a)). 
Subsection (b)—Personal property of qualified manufacturers, export 
warehouse proprietors, and dealers with intent to defraud 
This subsection is a clarifying and conforming restatement of existing 


law (sec. 5763 (b)) except that it has been extended to include export 
warehouse proprietors. 


Subsection (c)—Real and personal property of illicit operators 

This subsection is a clarifying and conforming restatement of existing 
law (sec. 5763 (c)) except that it has been extended to include any person 
engaged in business as an export warehouse proprietor without filing the 
bond and obtaining the permit required by this chapter. 
Subsection (d)—General 

This subsection is existing law (sec. 5763 (d)). 


OMITTED SECTIONS 


The following subsections in chapter 52 of the 1954 code have been omitted 
in their entirety : 


(1) Section 5702 (j)—Articles: This subsection, which provides the statu- 
tory definition for “articles,” is considered unnecessary, since each provision 
of the chapter sets forth specifically the taxable articles to which it is 
applicable. 

(2) Section 57183 (b)—Posting: This subsection, which requires that a 
permit shall be posted, is considered to be unnecessary. 

(3) Section 5713 (d)—Limitation: This subsection is unnecessary and 
could create a hardship by prohibiting the issuance of a permit although 
extentuating conditions might justify issuance thereof. Similar provisions 
restricting the issuance of alcohol permits after revocation have been omitted 
from chapter 51. 

(4) Section 5761 (b)—Wilfully failing to pay tax: The penalty in this sub- 
section is omitted in order to conform the law with respect to tobacco taxes 
to the civil penalty provisions of subtitle F. 


68693—56—pt. 3——_8 
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CHAPTER 53—-MACHINE GUNS AND CERTAIN OTHER FIREARMS 


SUBCHAPTER A—T'AXES 


Part I—Special (Occupational) Taxes 
SECTION 5801. TAXED 


The first change in section 5801, strikes the period at the end of subsection 
(a) and adds after the word “year” the words “or any part thereof.”, in order to 
obviate the present necessity of prorating the $1 tax. Under the present prac- 
tice, as required by existing law, the proration of the $1 tax often results in a 
tax payment of only a few cents, obviously insufficient to cover the necessary 
expenses attendant upon issuance of the tax stamp. This amendment will 
require payment of a $1 tax regardless of the period of time within a year for 
which the stamp is issued. 

The second amendment to section 5801 inserts the phrase “Except as other- 
wise provided in this section,” at the beginning of the text of subsection (b), in 
order to effectuate the amendment to subsection (a) abolishing proration of the 


$1 tax. 
Part II—Transfer Tax 
SEcTION 5811. TAx 


Subsection (a) of section 5811 is amended in line 7 by adding the words “or 
more” after the words “a barrel 12 inches” to conform the language to similar 
language appearing in line 4 of this subsection for the purpose of clarification. 


SEcTION 5814. ORDER FORMS 


Subsection (¢) is stricken in its entirety and subsections (d) and (e) are 
renumbered accordingly. Existing law makes it necessary that the owner of 
a firearm (which has been acquired lawfully by transfer) transmit, in addi- 
tion to the order form required by subsection (b), all prior stamp-affixed orders 
and/or stamp-affixed declarations (as provided in sec. 5821) when he sells the 
firearm. This present requirement of law places a heavy burden on the owner 
of a firearm, in that he must carefully keep these documents which, if a firearm 
has been transferred several times, would result in responsibility for the care and 
transmission of several order forms and/or declarations. 

The only purpose served in the present requirement is to show that the order 
forms and/or declarations have “National Firearms Act” stamps affixed thereto, 
evidencing payment of transfer tax. However, experience has shown that many 
of these orders forms and/or declarations are lost, misplaced, or destroyed. 
When such circumstances arise it becomes impossible for the transferor to be 
in technical compliance with the law. 

Since the Internal Revenue Service maintains a complete record of all lawful 
transfers of firearms and also has a record of the transfer tax payments, it is 
believed to be unnecessary for a person to possess all the presently required 
stamped documents in order that he may later be able to comply with the pro- 
visions of subsection (c) of existing law should he transfer the firearm. 

It is considered that the ends of proper administration and enforcement of the 
law will be served adequately by requiring only that a person evidence payment 
of the transfer tax by producing the document provided by section 5814 (a). 


Part I1I—Tax on Making Firearms 


Section 5821. RATE, EXCEPTIONS, ETC. 


Under section 5821 (a) of existing law the tax on the making of a firearm is 
at “that rate provided in section 5811 (a) which would apply to any transfer of 
the firearm so made.” This means that if the transfer tax on a firearm under 
section 5811 (a) is only $1 then the making tax under section 5821 (a) is only $1. 
This is a situation which rebounds to the advantage of the criminal element, and 
seriously hampers proper enforcement of the law. 

The possible advantage of the $1 rate on the making of a firearm is inconsistent 
with the purpose of these laws. The amendment of section 5821 (a) provides 
a uniform rate of tax of $200 on the making of firearms. This change places no 
hardship on the persons engaged in the business of manufacturing firearms, 
since they are adequately protected by the exceptions contained in existing law 
(sec. 5821 (b)). 

Section 5821 (b) (2) is amended by deleting the reference to section 5811 (a) 
as a conforming change to the amendment to section 5821 (a). 
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SUBCHAPTER B—GENERAL PROVISIONS 


SecTION 5843. IDENTIFICATION OF FIREARMS 


The change in section 5843 are for the purpose of clarifying the intent of this 
section, that firearms be identified by serial number and other approved identi- 
fication marks. This change is in accordance with the administrative construc- 
tion of existing law. 


SecTion 5848. DEFINITIONS 


The changes in paragraphs (3) and (4) of section 5848 are conforming changes 
in language to clarify the intent of this section and are in accordance with the 
administrative construction of existing law. 


SUBCHAPTER C—UNLAWFUL ACTS 


SecTION 5851. POSSESSING FIREARMS ILLEGALLY 


Existing law (sec. 5851) specifically defines as an unlawful act the receipt or 
possession of any firearm which has been transferred or made in violation of 
law, but fails to so define the possession of an unregistered firearm. The amend- 
ment of this section specifically defines such possession of an unregistered fire- 
arm as an unlawful act and makes applicable to such possession the presumption 
contained in the section. The primary purpose of this change is to simplify and 
clarify the law and to aid in prosecution. 


SecTIon 5854. FAILURE TO REGISTER AND PAY SPECIAL TAX 


The changes in section 5854 of existing law are solely for the purpose of rear- 
rangement in more logical order by dividing the existing sections into two sec- 
tions with more descriptive titles. Amended section 5854 is the same as section 
5854 (a) of existing law. 


SeoTion 5855. UNLAWFUL TRANSPORTATION IN INTERSTATE COMMERCE 
This section is the same as section 5854 (b) of existing law. 


SUBTITLE F—PROCEDURE AND ADMINISTRATION 


Amendments (1), (2), (3), (4), (5), (6), (8), (10), (11), (12), and (15) 
are conforming changes in cross references relating to subtitle BE. 

Amendment (7) is a clarification of existing law which specifically exempts 
persons required to register under subtitle E, or persons engaging in a trade 
or business on which a special tax is imposed by subtitle E, from the provisions 
of section 7272 (a). Such failures to register are covered by specific penalties 
under subtitle E. 

Amendment (9) restores the provisions of the Internal Revenue Code of 
1939 with respect to forfeiture of conveyances used to transport, or for the 
deposit or concealment of property which is intended to be used in the making 
or packaging of the taxable articles described in section 7301 (a). 

Amendments (13) and (14) are conforming changes. 


REPEAL OF THE Act oF Marcu 3, 1877 


The act of March 3, 1877, was not codified in the Internal Revenue Code of 
1939 or of 1954 and was not repealed by the enactment of such codes. The 
provisions of chapter 51 are intended to supersede the provisions of such act, 
and such act no longer serves any purpose. 
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SUPPLEMENT WITH RESPECT TO BEER TO DETAILED DISCUSSION 
OF THE PROPOSED REVISION OF SUBTITLE E, (ALCOHOL, TOBACCO, 
AND CERTAIN OTHER OTHER EXCISE TAXES) OF INTERNAL REV- 
ENUE CODE OF 1954 


SUBCHAPTER A—GALLONAGE AND OCCUPATIONAL TAXES 
Part I—Gallonage Taxes 
Subpart D—Beer 


SEcTION 5051. IMPOSITION AND RATE OF TAX 

This section is existing law (sec. 5051) except for the restatement of subsec- 
tion (a), the omission of the phrase “sold, or’, from the first sentence thereof, 
and the elimination of the third sentence thereof, providing statutory sizes for 
barrels and kegs, and requiring the tax on beer in containers exceeding specified 
amounts to be computed as if such containers were the next larger size. 

The phrase “sold, or” is eliminated to conform the language with the definition 
of the term “removed for consumption or sale”, as defined in section 5052. 

The existing requirement under which, for tax purposes, beer in kegs which 
exceed the prescribed maximum quantity is accounted for as if the quantity were 
actually that contained in the next larger size, is considered an unrealistic tax 
base which is no longer necessary. For example, the contents of an eighth- 
barrel are taxed as a sixth-barrel when such contents exceed the tolerance, and 
the contents of a half-barrel exceeding the tolerance are taxed as a full barrel. 
Such an acceleration in tax no longer seems reasonable or necessary for the 
protection of the revenue. 

The section, as amended, continues the authority of the Secretary or his 
delegate to prescribe tolerances for barrels and kegs. It is intended that, if 
the quantity of beer in a barrel or keg exceeds the tolerance provided by the 
regulations, the tax will be computed on the actual quantity of the beer without 
any benefit of the tolerance provision. 

SecTION 5052. DEFINITIONS 

This section is existing law (secs. 5051 (a) and 5052), except for certain 
provisions in subsection (c). Existing subsection (c) is redesignated subsec- 
tion (d). 

Except with respect to beer removed without payment of tax as authorized 
by law, the term “removed for consumption or sale” is defined in subsection (c) 
as meaning (1) the sale and transfer of possession of beer for consumption 
at the brewery, and (2) any removal of beer from the brewery, except in the 
ease of beer removed from the brewery for delivery, which is returned to the 
brewery on the day of its removal. 

Paragraph (1) of subsection (c) is a clarifying restatement of existing law 
(sec. 5051 (a)) with respect to beer sold for consumption at the brewery. 
Under existing law the sale of a brewery, including the beer therein, has not 
been considered as a removal of the beer for consumption or sale, and no change 
is intended:in this respect. 

*aragraph (2) of subsection (c) is a restatement of existing law (sec. 5051 
(a)) except with respect to beer returned to the brewery on the same day it is 
removed therefrom. Brewers have no way of determining, at the time when 
they load their trucks for daily deliveries, the exact amount of beer which will 
be delivered during the day from each such truck. Consequently, trucks may 
still carry undelivered beer at the end of the day. Under existing law, the tax 
is determined on such beer at the time of its original removal from the brewery. 
Under this amendment, if such undelivered beer is returned to the brewery on 
the day of its removal, it will not be considered as having been removed for 
consumption or sale. 


SecTION 5053. EXEMPTIONS 
This section is existing law (sec. 5053). 
SecTION 5054. DETERMINATION AND COLLECTION OF TAX ON BEER 


Subsection (a)—Time of determination 

This subsection is a restatement of existing law (secs. 5054 and 5055) with- 
out substantive change except that the terms “owner, agent, or superin- 
tendent of the brewery” as used in connection with the payment of the tax 
are deleted since they are considered unnecessary. 
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Subsection (b)—Determination of tax on beer returned 


This subsection is new. It clarifies the tax status of beer returned to the 
brewery and subsequently removed for consumption or sale. Provision is 
made under section 5056 for the return of beer to the brewery and for the 
refund or credit of the tax paid or determined on such beer. This subsection 
will impose the tax upon any returned beer subsequently removed for con- 
sumption or sale, the same as though it had not previously been removed. 
Subsection (c)—Stamps or other devices as evidence of tawpayment 


This subsection is existing law (sec. 5055). 


Subsection (d)—Applicability of other provisions of law 
This subsection is existing law (sec. 5055). 


Section 5055. DRAWBACK OF TAX 
This section is existing law (sec. 5056). 


SEcTION 5056. REFUND AND CREDIT OF TAX, OR RELIEF FROM LIABILITY 

This section is derived from existing law (sec. 5057). It restates and con- 
tinues the provisions of existing law except that it provides for the extension of 
the privileges contained therein relating to the removal of beer from the market 
by the brewer. 

Under existing law provision is made for the refund or credit of tax or relief 
from liability therefor in the case of beer removed from the market before the 
transfer of title thereto to any other person, provided that such beer is returned 
to the brewery for reconditioning or for use as material, or is destroyed under 
supervision. This section changes existing law to provide that beer may be 
returned to the brewery or destroyed under such supervision as regulations may 
provide without regard to the transfer of title by the brewer. This change will 
permit an adjustment of tax liability, upon the filing of a claim and its allowance 
in a manner similar to the procedure provided by existing law, with respect to 
any beer which has been lawfully removed from a brewery and which is returned 
to the brewery, or destroyed by the brewer, pursuant to regulations. Manufac- 
turers of tobacco products have a similar privilege under existing law. 


SuBCHAPTER G—BREWERIES 
Part I—Establishment 

SECTION 5401. QUALIFYING DOCUMENTS. 

This section is existing law (sec. 5401). 
Section 5402. DEFINITIONS. 

This section is existing law (sec. 5402). 
SECTION 5403. CROSS REFERENCES. 

This section is existing law (sec. 5403). 


Part I1l—Operations 
SECTION 5411. USE OF BREWERY 
This section is existing law (sec. 5411). 
SEcTION 5412. REMOVAL OF BEER IN CONTAINERS OR BY PIPELINE 
This section is a conforming restatement of existing law (sec. 541 


vt 


). 


SEcTION 5413. BREWERS PROCURING BEER FROM OTHER BREWERS 

This section is existing law (sec. 5413). 
SEcTION 5414. REMOVAL FROM ONE BREWERY TO ANOTHER BELONGING TO THE SAME 

BREWER 

This section is a clarifying restatement of existing law (sec. 5414), except 
for the addition of the second sentence. The purpose of this sentence is to 
extend to breweries owned by different corporations the advantages of common 
ownership provided by this section if the controlling interest in each such cor- 
poration is owned by the same person or persons. 
SECTION 5415. RECORDS AND RETURNS 

This section is existing law (sec. 5415). 
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SEcTION 5416. DEFINITIONS OF BOTTLE AND BOTTLING 
This section is existing law (sec. 5416). 


Mr. Krocu. Now, as to the 200-page memorandum, in the light 
of that you have intended by your proposed recodification to make 
no other changes in existing law except those mentioned in the 200- 
page memorandum ? 

Mr. Coeerns. That is correct. 

Mr. Kroeu. And that is true whether the change in your recodifi- 
cation is a change in language or in law ? 

Mr. Cocerns. Any change in substance whatsoever will be shown 
in this memorandum. 

Mr. Kroexu. Including changes in language. 

Mr. Cocerns. Yes; all material changes. 

Mr. Kerocn. Intended to clarify existing law ? 

Mr. Cocertns. That is correct, sir. 

Mr. Krocu. But not to change existing law ? 

Mr. Cocerns. That is correct. 

Mr. Foranp. Are there any further questions? If not, we thank 

ou. 

. Mr. Srwpson. I think that I have a clarifying question on that mat- 
ter. Does this complete all matters up to date? 

Mr. Foranp. As far as we have been able to. A lot of questions 
have been asked. It is my intention, after these men are excused from 
the stand, to inquire if there are any representatives of the industry 
that are in the audience that have anything to say on the subject, and 
we will hear them. 

Mr. Kroexu. Now, Mr. Chairman, has the industry been given any 
further notice of its right to appear and be heard other than this 
announcement ? 

Mr. Foranp. That is what we are going to find out. 

Mr. Keocu. You are making the announcement now, and extend- 
ing the invitation. Is this the first time that the invitation has been 
extended ? 

Mr. Foranp. Everybody has known of the public hearing being 
held today. 

Mr. Keroen. I knew of a public hearing being held today, at which 
the Commissioner or the Director of the Alcohol and Tobacco Tax 
Unit would appear in public hearing. 

Mr. Foranp. Now just a moment. The notice that went out stated 
that today we would only hear the Treasury people and the Alcohol 
Tax people. I want to find out if there is anybody in the audience 
who has anything that they want to say. If anybody wants to pre- 
sent something, then the committee will make arrangements to take 
care of them. 

Mr. Krocu. How about those who might not be in the audience 
and might not have notice ? 

Mr. Foranp. The committee will again meet, and Mr. Keogh will 
have the opportunity to present any argument he wants to present in 
favor of those people or in favor of further hearings. 

We thank you, Mr. Avis, and the men with you, and Dr. Smith, 
for your contribution. 

(The following letter was later received for the record :) 
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TREASURY DEPARTMENT, 


Washington, March 26, 1956. 
Hon. Aime J. Foranp, 


Chairman, Subcommittee on Excise Tax 
Technical and Administrative Problems, 
Committee on Ways and Means, 
House of Representatives, Washington, D. C. 


My Dear Mr. CHarrMan: At the hearings before the Subcommittee on Excise 
Tax Technical and Administrative Problems with respect to aleohol and tobacco 
excises on March 14, 1956, considerable discussion was had between members of 
the subcommittee and representatives of the Alcohol and Tobacco Tax Division 
of the Internal Revenue Service in regard to making statutory provision for the 
use of tax-free pure alcohol by pathological laboratories performing laboratory 
tests and analyses for groups of hospitals. It was agreed that the Alcohol and 
Tobacco Tax Division representatives would consider incorporating such a pro- 
vision in its proposed revision of the Internal Revenue Code presently under study 
by your subcommittee. As a result of examination of the matter, the Alcohol 
and Tobacco Tax Division, with this Department’s approval, recommends that 
section 5214 (a) (3) (C) of the proposed revision (p. 126) be rephrased to read 
as follows: “for use at any hospital, blood bank, or sanitarium (including use in 
making any analysis or test at such hospital, blood bank, or sanitarium), or at 
any pathological laboratory exclusively engaged in making analyses, or tests, 
for hospitals or sanitariums; or” 

It is further recommended that the detailed discussion with respect to section 
5214 (a) (3) (C) (last par., p. C-19) be rephrased to read as follows: 

“Subparagraph (C) broadens the provisions of existing law consistent with the 
general purposes thereof. It removes the restriction of existing law that tests 
and analyses made with the use of alcohol withdrawn free of tax by hospitals and 
sanitariums be performed solely for patients of the institution making the test or 
analysis. It also broadens existing law by providing for the withdrawal of dis- 
tilled spirits free of tax for use at any pathological laboratory exclusively engaged 
in making analyses, or tests, for hospitals or sanitariums, and by authorizing the 
withdrawal of distilled spirits free of tax for use at blood banks.” 

In formulating the enacting sections of the proposed bill special treatment of 
section 5217 (c) of the existing code was inadvertently overlooked, and it is 
recommended that the following section be added thereto (p. v of the proposed 
revision) : 


“Src. 8. EXEMPTIONS RELATING TO NATIONAL EMERGENCY TRANSFERS. 
“Section 5217 (c) of the Internal Revenue Code of 1954 is hereby amended by 
striking ‘July 11, 1956’ and inserting in lieu thereof ‘June 30, 1957.’ ” 


This change would continue the provisions of section 5217 (c) during the in- 


terim period between July 11, 1956, and the effective date of the revision of 
chapter 51. 


Very truly yours, 
Dan THROOP SMITH, 
Special Assistant to the Secretary, 
in Charge of Taz Policy. 

Mr. Foranp. Is there anybody from industry who wants to make a 
statement or ask any questions at the moment relative to the future? 
We will be glad to hear you. 

Will you identify yourself, please. 


STATEMENT OF MILTON B. SEASONWEIN, RESIDENT COUNSEL FOR 
SCHENLEY INDUSTRIES, INC. 


Mr. Szasonwein. My name is Milton B. Seasonwein. I am resident 
attorney for Schenley Industries, Inc. I should like to reserve the 
right for the company to present its position, particularly on some of 
the controversial areas, and mainly the bonded period. I am not pre- 
pared to make any statement now. 
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Mr. Foranp. But you wish to be heard ? 
Mr. SeasonweEIn. I think the company would. 


STATEMENT OF RALF OWEN, OF THE OFFICE OF CLINTON M. 
HESTER, WASHINGTON COUNSEL FOR THE UNITED STATES 
BREWERS FOUNDATION 


Mr. Owen. I am Ralf Owen, of Clinton Hester’s office, who is 
Washington counsel and he is out of town. I have just one question 
and suggestion: In connection with the flood relief legislation, it so 
happens as a practical matter that city and county health authorities, 
particularly in Connecticut, destroyed some of the beer. The way the 
legislation, as I believe it is suggested in the 200-page memorandum 
reads: It is limited to destruction by State and Federal authorities. 
We would like to call to the committee’s attention that some broader 
language such as “any duly authorized health authority.” 

Mr. Foranp. Would you like to appear in great detail or submit a 
memorandum on that for the benefit of the committee ? 

Mr. Owen. I believe it would be sufficient to give you a memoran- 
dum or we can cover it in a paragraph or two. Perhaps a memo- 
randum would be sufficient. 

Mr. Foranp. If you will submit that to the clerk of the committee, 
we will appreciate it. 

Mr. Owen. Thank you. 

Mr. Foranp. Does anyone else have anything to say? If not, the 
committee will stand adjourned subject to the call of the chairman. 

(Whereupon, at 4 p. m., the subcommittee adjourned to reconvene at 
the call of the Chair.) 
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THURSDAY, MARCH 22, 1956 


Hovse or REPRESENTATIVES, SUBCOMMITTEE 
on Exctse Tax TrecHNIcAL AND ADMINISTRATIVE 
PROBLEMS OF THE COMMITTEE ON WaAysS AND MEANS, 
Washington, D.C. 

The subcommittee met at 2 p. m., pursuant to call of the Chair, in 
the main hearing room of the committee in the House Office Building, 
Hon. Aime J. Forand (chairman of the subcommittee) presiding. 

Mr. Foranp. The subcommittee will come to order. 

The first witness is Mr. Owen. The Chair understands he has a brief 
statement to make. 


STATEMENT OF RALF H. OWEN, OF THE OFFICE OF CLINTON M. 
HESTER, WASHINGTON COUNSEL FOR THE UNITED STATES 
BREWERS FOUNDATION 


Mr. Owen. Mr. Chairman and members of the committee, I would 


like to hand you a copy of this. I do not have a prepared statement. 
Last week at the conclusion of the testimony I suggested two changes 
with regard to the flood relief or the disaster portion of the proposed 
changes in the Internal Revenue Code. 

I am associated with Clinton Hester, who is Washington counsel for 
the United States Brewers Foundation, and I would like to submit for 
the record for inclusion in the proceedings a short memorandum which 
requests two things. 

One is that some of the language with regard to condemnation of 
beer during these floods be made more broad. The other is that the 
effective date of the act be made retroactive so that brewers who suf- 
fered losses in the Kansas-Missouri floods of 1951 are given the same 
treatment as are brewers who suffered losses in the 1955 hurricanes. 
There is precedent for this in that in 1952 an amendment was added 
to a tax bill then in the Senate and the House passed it. In that case 
the distillers were given such relief. 

Mr. Foranp. Without objection, your memorandum will be included 
in the record. 

(The statement is as follows :) 

Marcu 16, 1956. 


Memorandum to Subcommittee on Excise Tax Technical and Administrative 
Problems Ways and Means Committee. 


Re Suggested changes in section 5064, refund or credit for losses caused by 
disaster. 


The United States Brewers Foundation whose members produce in excess of 
85 percent of all beer produced in the United States, by its Washington counsel, 


117 





118 EXCISE TAX TECHNICAL AND ADMINISTRATIVE PROBLEMS 


Clinton M. Hester, respectfully suggests that two changes be made in the pro- 
posed legislative recommendations of the Alcohol and Tobacco Tax Division in 
section 5064 which covers losses caused by disasters. The two suggested changes 
are: 
(1) That the present restriction in section 5064 (a) which requires that 
prior to a refund beer, spirits and wines must have been condemned by a 
duly authorized health official of the United States or a State be broadened 
to include health and police officials of cities and towns by changing the 
section to read “duly authorized officials.” 

In the Connecticut floods of August 1955 much beer, we are informed, was 
condemned by local police or health authorities prior to the arrival of State 
or Federal authorities. It is believed that such change would overcome the 
difficulty in the present language. 

(2) That this section be made retroactive in its effect to include losses 
which occurred in the Kansas-Missouri floods of 1951. 

There is a precedent for making disaster losses retroactive to 1951. Brewers 
experienced considerable loss of merchandise in the hands of wholes:lers or 
retailers during the Kansas-Missouri floods of 1951 and under existing law 
could not recover the tax on merchandise lost during those floods. However, 
as a result of special legislation in 1952 distillers and vintners were able to 
recoup such losses incurred in the same catastrophe. 

The late Representative Dingell in 1952 sponsored and secured passage by 
the House of a bill to grant relief for losses suffered by brewers in these 1951 
floods. The bill reached the Senate shortly before adjournment. Senator 
George endeavored to obtain a favorable majority vote on the bill by polling 
the members of his Finance Committee on the floor of the Senate but no Repub- 
lican members of the committee were then in attendance. They had left for the 
national convention in Chicago. 

At the next session Representative Dingell once again introduced his bill but 
by that time other interests such as pharmaceuticals, gasoline and oil requested 
similar relief and the committee refused to make a favorable report on the bill. 
Shortly before the close of the 84th Congress, 1st session, Representative Fogarty, 
of Rhode Island, introduced a bill for the relief of vintners on account of losses 
sustained by them in the 1954 hurricanes. This bill was enacted by the Con- 
gress. There is further precedent in that Senator Hennings in 1952 proposed 
an amendement to a then pending tax bill which granted relief for Kansas- 
Missouri flood losses of 1951 to distilled spirits, this amendment was accepted 
by the House conferees and it passed the House. In fact this precedent may have 
prompted the Ways and Means Committee to approve the Dingell bill introduced 
in the next year for the relief of brewers who incurred losses in those floods. 

We believe that each of these changes are reasonable and just and we request 
that they be given favorable consideration by the committee. 

Respectfully submitted. 

CLINTON M. HEstTer, 
By Ratr H. Owen. 


Mr. Foranp. Does that conclude your statement ? 
Mr. Owen. Yes. 


Mr. Foranp. We thank you very much. 
The next witness is Mr. John E, O’Neill. Mr. O’Neill, will you come 


forward, please? For the purpose of the record identify yourself, and 
the capacity in which you appear. 


STATEMENT OF JOHN E. 0’NEILL, APPEARING FOR HEUBLEIN, INC., 
HARTFORD, CONN. 


Mr. O’Newtz. Mr. Chairman and gentlemen, my name is John E. 
O’Neill, an attorney, with offices at 604 Washington Building, Wash- 
ington, D. C.; and I appear here today as counsel for Heublein, Inc., 
Hartford, Conn. Heublein, Inc., is well known as a manufacturer of 
club cocktails, which have a national distribution. It also manufac- 
tures other specialty products, such as Smirnoff vodka. The company 
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is qualified in some sections of the United States under the internal 
revenue laws as a distiller, but operates elsewhere only as a rectifier 
pursuant to section 5082 of the Internal Revenue Code of 1954. 

In the course of its rectifying operations at Hartford, Conn., 
Heublin produces such products as the martini cocktail, the vodka 
martini cocktail, the manhattan cocktail, and similar cocktails which 
contain as an ingredient, wine, as well as distilled spirits. 

In the normal course of business some of the cocktail products 
produced by the company may remain on retailers’ premises for too 
long a period, or may be subjected to unusual heat and cold varia- 
tions, so that the product loses its brilliance of color and acquires a 
cloudy character making it unsuitable for marketing. 

Heublein prides itself on quality above all things in the mer- 
chandising of its products and does not desire that cocktails which 
have acquired a shelflife, or which may become cloudy in character 
through temperature variations be sold to the public. It has there- 
fore been customary for the company to replace this type of mer- 
chandise with fresh merchandise upon the shelves of retailers, in 
order that the reputation of the company for quality may be main- 
tained. 

The merchandise which has thus been reclaimed from retailers’ 
shelves and replaced with fresh merchandise may not be recovered 
by redistillation, under present interpretations of existing law, with 
a resulting financial loss to the company, as well as what seems to 
be an unnecessary economic loss, considering the fact that the spirits 
contained in these cocktail mixes have been taxpaid at the rate of 
$10.50 a gallon. It would be perfectly feasible for the company to 
redistill this merchandise and recover the alcohol contained therein, 
paying whatever taxes might be due the Government in connection 
with the rectification of the spirits; but Alcohol and Tobacco Tax 
officials have so construed section 5082 of the Internal Revenue Code 
of 1954, as not to permit the redistillation of these cocktails for the 
recovery of the alcohol contained therein, in view of the fact that 
wine is one of the ingredients of the cocktails. 

Section 5082 of the Internal Revenue Code of 1954 defines a recti- 
fier substantially as “every person who rectifies, purifies, or refines 
distilled spirits or wines.” As construed by internal revenue officials 
this section of the law authorizes a qualified rectifier to redistill such 
spirits as gin or whisky, which contain no wine, and to remarket 
the redistilled product upon the payment of a rectification tax of 
30 cents a gallon. However, as construed by internal revenue officials 
this section of the law would not authorize a rectifier to redistill 
any wine, or any product containing wine, because he would not be 
technically recovering a distilled spirit which had been taxpaid at 
the rate of $10.50 per gallon. 

Internal revenue officials with whom we have discussed this prob- 
lem are not desirous of causing a rectifier such as Heublein, Inc., 
to suffer an unnecessary financial loss through the destruction 
of cocktails removed from the retail maraket, and have indicated a 
willingness to allow such cocktails to be redistilled in a rectifying 
plant, provided the law is so amended as to permit this operation. 

Officials with whom we have informally discussed the problem 
agree that it could be solved by amending section 5002 (a) of the 
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Internal Revenue Code of 1954, in which the term “distiller” is de- 
fined as 


Every person who produces distilled spirits from any source or substance, 
or who brews or makes mash, wort, or wash, fit for distillation or for the 
production of spirits, or who, by any process of evaporization, separates alco- 
holie spirits from any fermented substance, or who, making or keeping mash, 
wort, or wash, has also in his possession or use a Still, shall be regarded as a 
distiller. 

In order that the rectifying operation referred to above may be 
clearly authorized by the statute, it is suggested that the following pro- 
viso be added to section 5002 (a) of the Internal Revenue Code of 1954 
quoted above: 

* * * Provided, That no person qualified as a rectifier under section 5082 who 
redistills any rectified product of his own production, pursuant to regulations is- 
sued by the Secretary, shall be regarded as a distiller. 

If this proviso is added to the definition of the term “distiller” it 
will be clear that rectifiers such as Heublein Inc. may recover from re- 

tailers unmarketable cocktail products containing wine, and recover 
the alcohol contained therein by redistillation, w ith a resulting avoid- 

ance of financial and economic loss. It is understood, of course, that 
all such redistilled and recovered alcohol would be subject to all excise 
taxes as are imposed by other sections of the internal revenue laws with 
respect to distillation or rectification. 

If for any reason it appears to this committee or to internal revenue 
officials that some other amendment to the statute would be more ap- 
propriate than that suggested above, to accomplish the desired objec- 
tive, we are perfectly willing that the objective be accomplished in 
some other way. However, the point that I want to stress with this 
committee is that we have a problem here that needs correction, and 
that both the Government and industry representatives are in accord 
that existing law should be amended in such manner as to permit the 
redistilling operation referred to, with a resulting avoidance of unnec- 
essary financial and economic loss to the rectifying industry. 

Mr. Foranp. Does that conclude your statement, Mr. O'Neill? 

Mr. O’Netu. Yes, sir. 

Mr. Foranp. We thank you for your appearance and the informa- 
tion given the committee. Are there any questions? 

Mr. Mason. I have one question. What percentage of your product 
gets spoiled on the shelves of the retailer and should be rectified, as 
you call it, approximately ? 

Mr. O’Netw. I understand it would amount to about 1,000 gallons a 
year. 

Mr. Mason. What is the percentage? Is that 1 percent or 5 percent 
or 10 percent or what is the percentage of the total product? 

Mr. O’Netu. It would be a very nominal percentage, and I do not 
know exactly, sir. 

Mr. Mason. That is all, Mr. Chairman. 

Mr. Foranp. If there are no further questions, we thank you, Mr. 
O'Neill. 

The next witness on the calendar is Mr. Dan L. Street. Is Mr. Street 
present? Please identify yourself for the record. 
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STATEMENT OF DAN L. STREET, PRESIDENT OF THE DISTILLED 
SPIRITS INSTITUTE, WASHINGTON, D. C. 


Mr. Srreer. Mr. Chairman and gentlemen of the committee; my 
name is Dan L. Street. I am president of the Distilled Spirits Insti- 
tute and vice president of Brown-Forman Distillers Corp. of Louis- 
ville, Ky. I speak for the institute, and for the information of the 
committee there is attached hereto a list of our members with the 
names of our board of directors. 

We appreciate the opportunity afforded us to present to this com- 
mittee our views with reference to the distilled spirits sections of your 
general revision program. We are not unmindful of the fact that 
you gentlemen have, over a period of many months, devoted many 
hours of patient study and consideration to matters which pertain 
to technical and administrative problems on excise-tax law. May we 
express our thanks now for the attention you have given to those prob- 
lems which relate to our industry. 

The proposal now before you with reference to amendments to chap- 
ter 51 of the Internal Revenue Code would completely revise and mod- 
ernize the internal revenue laws governing distilled spirits, wine, and 
beer. The significance of this “proposal to both Government and 
industry is suc sh as to command your immediate consideration, unham- 
pered by side issues which would serve only to jeopardize, if not cer- 

tainly to defeat the enactment of this major revision. 

The background of this proposal is worthy of review. In mid-1953 
almost. three years ago, it was announced that the Treasury Depart- 
ment planned to undertake a study of the internal revenue laws relat- 
ing to alcoholic beverage taxation with the view to recommending 
such revision as was necessary to facilitate more efficient and economi- 

cal supervision by the Government and to afford the industries in- 
volved a modern, business-like operating basis. The alcoholic bever- 
age industries were asked to cooperate in this endeavor and to make 
known their recommendations to the Treasury Department. 

In September of 1953 the Treasury Department appointed an Alco- 
hol Tax Survey Committee to carry out the study announced earlier. 
In October of 1953 the Distilled Spirits Institute appointed a com- 
mittee composed of representatives of member companies to cooperate 
with the Alcohol Tax Survey Committee in carrying out its assign- 
ment. Other trade associations and proups, including distilling com- 
panies not members of trade associ lations, appointed committees or 
repr esentatives to work with the survey committee on the project. 

These groups immediately began the task of making a detailed 
study of every phase of governmental supervision and of industry 
operations. You will recall that early in 1954, the Congress anger 
took the complete revision of the Internal Revenue Code of 193! 
Time did not permit the inclusion in that recodification of a com- 
plete revision of chapter 51 relating to alcoholic liquors. Chapter 
51 was changed in the enactment of the Internal Revenue Code of 
1954 only to ‘the extent of deleting certain obsolete sections, making 

certain administrative amendments necessitated by the reorganiza- 
tion of the Internal Revenue Service, and conforming the format to 
that adopted for the remainder of the code. Both the Mouse Ways 
and Means Committee and the Senate Finance Committee in their 
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reports took cognizance of the fact that the Treasury Department 
had undertaken a complete revision of chapter 51, that time had not 
permitted the Department to complete its studies and to include such 
revision in the new Internal Revenue Code of 1954, and that the Treas- 
ury Department would be expected to present to the 84th Congress 
recommendations for further changes. 

Since that time the Alcohol Tax Survey Committee of the Internal 
Revenue Service has worked continuously and conscientiously in draft- 
ing the proposal now before you. All segments of the alcoholic bev- 
erage industry have cooperated to the fullest. Countless conferences 
have been held between Treasury and industry representatives ; count- 
less recommendations and suggestions have been advanced by both 
Government and industry. The finished product submitted to you 
cannot, of course, reflect the research, the time, and effort, the thought 
and discussion which have gone into this proposal. 

The revisions which would result from enactment of the proposal 
are long overdue. The basic statutes under which the distilled spirits 
industry operates today were enacted, for the most part, in 1868, and 
have experienced little change in the interim. In 1868 there were over 
1,000 distilleries in the United States, mostly very small operations 
and widely scattered and isolated. Today there are less than 100 legal 
whisky distilleries. Technological advances since 1868 have been as 
far-reaching in this industry as in any other field of the modern bus- 
iness world. The difficulties of operation and supervision of a mid- 
20th century plant under mid-19th century laws and regulations are 
so apparent as to warrant no further elaboration. It is sufficient to 
say that the changes embodied in the proposed revision are solely 
needed. 

Throughout the drafting of the proposed revision continuous liaison 
was maintained between Treasury officials and the affected industries 
in order that the many problems involved might be reasonably and 
satisfactorily resolved to the greatest possible degree. Every effort 
was made to resolve all major differences as between Government and 
industry as well as within the industry, to the end that a bill might be 
submitted to the Congress which would have the unanimous support 
of all segments of industry and the Treasury Department. While the 
draft presented to you may not contain all that every segment of in- 
dustry might desire, we believe it represents the most practical and 
forward-looking compromise possible at this time. 

In submitting this proposal to your committee, Mr. Dwight E. Avis, 
Director, Alcohol and Tobacco Tax Division, Internal Revenue Serv- 
ice, stated that certain controversial subjects had not been included on 
the theory that such items should be considered separately so as not to 
jeopardize the enactment of the overall revision with its attendant 
benefits to both Government and industry. Mr. Avis, in his testimony 
on October 6, 1955, pointed out that it is probable that “any substan- 
tial departure from the provisions of existing law in these controver- 
sial areas would defeat a general revision.” 

On March 14, 1956, Mr. Dan Throop Smith, special assistant to the 
Secretary of the Treasury, testified to like effect, urging your commit- 
tee to give separate consideration to the controversial items so as not 
to delay the general revision. Mr. Smith also pointed out that one of 
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the most controversial areas in the distilled spirits industry, that of 
the extension or elimination of the bonded period, is already before 
the Ways and Means Committee in another bill. 

I want to make it clear at this point that we have never been offi- 
cially advised as to the nature of the so-called controversial items. At 
your hearings in October, Mr. Avis submitted to you a confidential 
memorandum listing the controversial areas. That document has not 
been made public. Mr. Avis did refer to one of the controversies at 
that time, however, namely, the 8-year bonding limitation. He urged 
that it be considered separately and then said, on page 177, of the 
October hearings: 

With this one exception, there is acceptance within the domestic distilling 
industry of all provisions of the proposed general revision of the statutes relating 
to distilled spirits. 

Not having been apprised of the other controversial items, I cannot 
at this time, of course, make known to the committee the views of the 
Distilled Spirits Institute with reference to them. And on the basis of 
Mr. Avis’ statement just quoted, I must assume that the only contro- 
versial item contained in the proposed legislation is the reenactment 
of the bonded period provisions. 

The allegation has been made that reenactment of the present provi- 
sions of the law with reference to the bonded period would have the 
effect of resolving the issues involved. We submit that there is no 
substance to that allegation. To eliminate the present provisions 
which establish the bonding period limitation, to avoid reenactment, 
would on the other hand most certainly resolve the issues by adopting, 
in effect, the provisions of the Eberharter bill. The only practicable 
solution, if any revision is to be accomplished at this time, is the re- 
enactment of the present provisions concerning which it has not been 
possible to resolve major differences. This will serve to maintain the 
status quo, but will not hamper, in the least, continuing efforts to re- 
solve the issues by separate consideration on their merits. It is sig- 
nificant, in this regard, that the bonded period provision was reenacted 
in the Internal Revenue Code in 1954, at a time when that contro- 
versy was as far from a satisfactory resolution as it is today. Cer- 
tainly no one, in light of developments since that time, considered 
that that reenactment resolved the bonded period issue. 

We urge your immediate and favorable consideration of the pro- 
posed revision of chapter 51 of the code as submitted to you by the 
Treasury Department, with the exception of certain changes in a 
single section which we have previously brought to your attention 
and which have not been opposed by the Treasury Department. I 
refer to section 5064 of the draft relating to refund of tax in the case 
of distilled spirits, wine, and beer lost or rendered unmarketable by 
reason of disaster. As that section was submitted to you, it precludes 
the filing of refund claims by retail dealers. For the reasons pointed 
out in our letter to the committee of October 6, 1955, a retailer must 
be permitted to file a claim if substantial justice is to be done. 

We have also suggested to your staff technical amendments to section 
5064 based on experiences with claims filed under Public Law 363. 
84th Congress, Ist session, in connection with losses from hurricanes 
in 1954. I will not take the time of the committee now to discuss 
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these technical proposals in detail, but our suggestions are contained in 
an attachment to this statement, which it is requested to made a part 
of the record. 

Mr. Foranv. Without objection, that will be done. 

(The statement is as follows :) 


SUGGESTIONS OF THE DISTILLED Spirits INSTITUTE FOR AMENDMENT OF SECTION 
5064 OF THE PRELIMINARY DRAFT FOR THE REVISION OF CHAPTER 51, INTERNAL 
REVENUE CopE 1954 


[Interlined words to be deleted ; italicized words to be added] 


Secrion 5064. REFUND OR CREDIT FOR LOSSES CAUSED BY DISASTER. 


(a) AUTHORIZATION.—What the President finds under this section that heavy 
property losses have been sustained in any area of the United States in a disaster 
as defined in subsection (b), the Secretary or his delegate shall make refund 
or allow credit, without interest, in the amount of the internal revenue taxes 
paid or determined and customs duties paid on distilled spirits, wines and beer 
previously withdrawn, and condemned by a duly authorized health official of 
the United States or of a State, lost, or rendered unmarketable by reason of 
such disaster while such spirits, wines, or beer were in the possession of (1) 
the person paying such tax, or such tax and duty, on such spirits, wines, or 
beer; (2) the proprietor of a distilled-spirits plant; or (3) a wholesale or retail 
dealer in distilled spirits, wines or beers, all referred to in the section as the 
possessor or possessors. The refunds and credits authorized by this section 
may be made (1) to any of the possessors, exeept @ retail Hauer dealer or retail 
beer desler; or (2) to any proprietor of a distilled-spirits plant, or to any wine- 
maker, brewer, importer, wholesale liquor dealer, or wholesale beer dealer, 
who replaced (or to any proprietor of a distilled spirits plant, winemaker, brewer, 
or importer who has given credit or made replacement to a wholesale liquor 
dealer or wholesale beer dealer who replaced) for the possessor the full equiva- 
lent of the distilled spirits, wines, or beer so lost or rendered unmarketable or con- 
demned, without compensation, remuneration, or credit of any kind in respect 
of the tax, or tax and duty, on such spirits, wines or beer. 

(No changes are proposed as to subsections (a), (b), (¢c), or (d).) 

Mr. Srreer. Here I should like to refer briefly to the summary of 
decisions made by the committee as of March 13, 1956. On page 9 
of that document, under item IX, floor stock refunds, it is stated 
that agreement has been reached for a uniform procedure in con- 
nection with floor stock refunds. The tenor of the recommendation 
appears to be that the manufacturer would be responsible for filing 
all claims for refund of tax on floor stocks. Although the wording 
of the proposal is broad enough to include alcoholic liquors, we assume 
that such inclusion is not intended since it would be impossible for the 
manufacturer to file claim for refund of tax on floor stocks of liquors 
held by retail or wholesale dealers. 

We are pleased to note from your summary of decisions that the 
committee has tentatively agreed that payment of tobacco and liquor 
taxes by return should be given statutory implementation beginning 
August 1, 1957. We heartily endorse your position in this regard. 
Section 5061, authorizing the Secretary to institute a return payment 
system, was enacted for the express purpose of easing the capital re- 
quirements of prepaying these excises. It was the general understand- 
ing of all concerned that this system would have been instituted long 
before this time. We think your action is due recognition of the fact 
that the Congress, in providing for the return payment system in the 
Internal Revenue Code of 1954, and in leaving the date of institution 
to the Secretary of the Treasury, did not intend that institution of the 
system should be delayed indefinitely. There has been considerable 
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confusion in the testimony before this committee as to the revenue 
effect of a return payment system, but we are confident that the com- 
mittee in analyzing the matter has been able to judge the revenue 
aspect in its true light. 

I should like to reiterate the extreme importance of the proposed 
overall revision of chapter 51, and the danger of a complete failure of 
action by this Congress if this proposal becomes embroiled in such a 
highly controversial matter as the pending bonded period legislation. 

Here is a document conceived by a desire on the part of the Govern- 
ment to facilitate an economical and efficient system of collecting the 
enormous taxes exacted from the alcoholic beverage industries; repre- 
senting a sorely needed revision of obsolete and outdated restrictions 
upon a modern industry; representing an investment of almost 3 years 
of intensive and uninterrupted time and effort on the part of both 
the Government and industry, and a document which, until just 10 
days ago, had approval of the entire industry, including those who 
would now scuttle the entire effort by adopting a policy of “rule or 
ruin.” The amendments contemplated by this document are not con- 
troversial. The document has been characterized as “controversial in 
the extreme” by one company because, and only because, it does not 
contain a specific feature which in itself is highly controversial and 
concerning which no satisfactory resolution has been possible. It is 
inconceivable to me that a measure of such major importance should 
be permitted to suffer the fate which we think inevitable if considera- 
tion is delayed pending settlement of the bonded period question. 

I strongly urge that the controversial items submitted to you by 
Mr. Avis in October of last year, only one of which we have knowledge, 
not be considered in connection with the proposal now before you, and 
that the proposed revision be given immediate and favorable considera- 
tion in its present form, with the exceptions I mentioned earlier with 
reference to section 5064. 

Inasmuch as the question of the bonded period has already been in- 
jected into your dalibeeihionls however, I should like to again state 
the position of the Distilled Spirits Institute in respect thereto. 

Schenley has repeatedly charged that the activities and policies of 
the institute are controlled by a couple of Canadian members. That 
charge, gentlemen, I want most emphatically to deny. The member- 
ship of our organization includes large, medium size, and small com- 
panies representing approximately 75 percent of the sales of domestic 
distilled spirits. We operate in the same manner as most trade as- 
sociations. Our polices are determined by a 16-member board of di- 
rectors. The vote of the smallest distiller equals that of any of the 
others. Consequently no one element of our membership may domi- 
nate any other. 

It is a matter of record, gentlemen of this committee, that my com- 
pany has led the fight against the passage of unlimited bonding ex- 
tension. My company, Brown-Forman Distillers Corp., is Kentucky 
owned. We have no interest in any Canadian or other foreign com- 
pany. We have no imports of any kind. 

There are many other companies in exactly the same position who 
see eye to eye with my company on this subject. We resent the im- 
plication that our decisions are controlled by foreign corporations. 

Mr. Chairman, members of the Distilled Spirits Institute have 
shown good faith in trying to obtain needed relief for those segments 
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of the industry which have been and still are confronted with a force- 
out problem. The best evidence of our good faith is indicated by the 
fact that since the force-out problem first became apparent in 1953 we 
have submitted to the Ways and Means Commmittee three separate 
legislative proposals, any one of which, if enacted into law, would have 
afforded the necessary relief. 

But one distilling corporation, gentlemen, has insisted that it, and 
it alone, has had the only worthwhile solution. Officers of that com- 
pany would change a basic law under which the industry has success- 
fully operated for 60 years in order to meet a temporary condition. 
We do not contend that basic laws are by any means sacred or inviolate. 
On the contrary, we recognize that with changing times and changing 
conditions modernization of existing statutes is highly desirable. But 
members of the institute have tried to be practical in attempting to 
solve this problem. We long ago recognized the fact that our differ- 
ing opinions with reference to the bonding period limitation could not 
be aciesied quickly enough to furnish that type of relief which we 
realize is badly needed by a limited segment of the industry. 

Let’s take a look at the record for a moment. You gentlemen who 
were members of this committee in 1953 will recall that when hear- 
ings were held on the original Saylor bill, the industry was widely 
divided in its views. That bill did not propose to eliminate the 
bonding limitations entirely as does the Eberharter bill; it only pro- 
posed to extend the bonding period for from 8 to 12 years. When 
the hearings were concluded, members of the Ways and Means Com- 
mittee, realizing that relief legislation was necessary, delivered an 
ultimatum to the industry. In effect you warned us that unless we 
compromised our views and agreed to some kind of solution within 
a 50-day period, the committee itself would draft a bill—one which 
would probably please no one but the committee. 

Within that 30-day period the industry did agree upon a set of 
principles which your staff prepared for introduction. I should like 
to call your particular attention to the fact that at that time Schenley 
was a member of our organization. Their representative on our board 
of directors participated actively in all the conferences and in the 
actual drafting of the set of principles finally agreed upon. On May 
26, 1953, Congressman Saylor introduced the new bill, it was favor- 
ably reported shortly thereafter by your committee, and on July 7 
it passed the House of Representatives, but too late in the session for 
Senate action. 

On February 24, 1954, the Senate Finance Committee held hearings 
on the proposal. Both the Treasury and Commerce Departments 
supported the passage of the compromise bill. The distilling industry 
was unified in its support. A week later, March 2 to be exact, Schenley 
sent a telegram to all members of the Finance Committee withdrawing 
support of the bill unless certain substantive changes were made. This 
action was taken without consultation with the Distilled Spirits Insti- 
tute, or with any other distilling company insofar as we know. 

It was not until late in the session that a favorable report was ob- 
tained from the Senate Finance Committee. In the meantime, how- 
ever, Schenley had widely publicized its views and had so confused 
the issues that Senate leaders did not feel justified in scheduling the 
bill for floor action. 
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Gentlemen, the blame for killing the Saylor bill does not rest with 
Distilled Spirits Institute. We continued to support it wholeheart- 
edly until the session ended. We contend, however, that had others 
continued to fight for its passage as we did, the Saylor bill would 
have been enacted into law and you gentlemen would not now be 
confronted with this problem. 

Let us look at the record still further. Completely ignoring the 
fact that our industry had practically been torn asunder by the origi- 
nal Saylor bill which asked for an extension of the bonding period 
from 8 to 12 years, the persons responsible for killing the compro- 
mise Saylor bill caused the introduction, by Congressman Eberharter, 
of a bill which would completely eliminate the bonding period, and 
on the pretext that that bill and it alone would solve a temporary 
problem which would no longer exist 4 or 5 years from now. And in 
passing, may I say that by nothing I have said or ee have I in- 
tended to convey any criticism of Mr. Eberharter. Members of our 
industry hold him in the highest esteem. 

Still recognizing the need for relief legislation to meet an emergency 
situation, and believing that within the industry the elimination of the 
bonding period could not be accomplished in time to meet the emer- 
gency, the Distilled Spirits Institute submitted an alternate proposal 
which we believed then, as we believe now, would have met existing 
need. That proposal which was adopted by our board of directors on 
June 28, 1955, and which incidentally is still before the Ways and 
Means Committee, suggested that the law relating to storage of dis- 
tilled spirits in bond should be amended to provide that— 

(1) It should apply only to distilled spirits now in bond ; 

(2) Spirits should be regaged at the end of 8 years and the tax 
liability should be fixed upon the gallonage then in existence ; 

(3) The spirits thereafter may remain in bond without time limit; 

(4) Upon withdrawal from bond, the tax shall be paid on the gallon- 
age determined by the 8-year regage. 

That proposal, gentlemen of the committee, was promptly and 
vitriolically criticized by proponents of the Eberharter bill. They 
offered no alternative other than the complete elimination of bonding 
restrictions. 

As time passed, a distilling company not a member of the Distilled 
Spirits Institute, advanced a suggestion which they felt would meet 
existing needs. The executive secretary of the Distilled Spirits In- 
stitute, by letter to all members of the Committee on Ways and Means, 
submitted this third proposition on February 2, 1956. Inasmuch as 
this possible solution does not appear in any of the printed hearings 
of your committee I should like to read a portion of our letter of 
February 2 into the record at this point. [Reading :] 


Since the Congress adjourned last August members of the Distilled Spirits 
Institute have given much thought and study to the bonding period problem 
which confronts the distilling industry. Our members have been hopeful that 
divergent views on the subject could be reconciled so that a proposal could be 
submitted to your committee on which a substantial portion of the industry was 
in accord. 

At a recent meeting of our board of directors approval was given to a plan 
which is simple in nature, but one which we believe will solve the emergency prob- 
lem. We have reason to believe that a substantial portion of the industry not 
holding membership in the institute will also approve this proposal. 
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This proposal calls for the consolidation of whiskies approaching 8 years of 
age with younger whiskies with a provision that, when consolidated, the product 
would assume the age of the younger whiskies. Such a proposal would defer the 
tax payment date thereby giving the owner of the distressed merchandise an 
additional period of time in which to market his product in an orderly manner. 
Consolidation of barrels would also permit the manufacturer to conserve ware- 
house space, reduce the numbers of barrels requiring supervision by warehouse- 
men and Government, and reduce evaporation. 

Furthermore, the suggestion would meet a major objection to previous pro- 
posals in that it would permit the retention of whisky in bond beyond the 8-year 
limit until the producer has a market for his goods without creating a competitive 
labeling advantage for those who hold present stocks of aged whisky. 


You will find attached to my statement a copy of the letter which I 
have just quoted, and a copy of the proposed bill to accomplish the 
purposes as outlined. It is requested that these attachments be made 
a part of the record. 

Mr. Foranp. Without objection that will be done. 

(The statement is as follows. ) 


DISTILLED Sprrits INSTITUTE, INC., 
Washington, D. C., February 2, 1956. 
Hon. JERE Cooper, 
Chairman, Committee on Ways and Means, 
House of Representatives, Washington, D. C. 


Dear Mr. Cooper: Since the Congress adjourned last August members of the 
Distilled Spirits Institute have given much thought and study to the bonding 
period problem which confronts the distilling industry. Our members have been 
hopeful that divergent views on the subject could be reconciled so that a proposal 
eould be submitted to your committee on which a substantial portion of the 
industry was in accord. 

At a recent meeting of our board of directors approval was given to a plan 
which is simple in nature, but one which we believe will solve the emergency 
problem. We have reason to believe that a substantial portion of the industry 
not holding membership in the institute will also approve this proposal. 

This proposal calls for the consolidation of whiskies approaching 8 years of 
age with younger whiskies with a provision that, when consolidated, the product 
would assume the age of the younger whiskies. Such a proposal would defer 
the taxpayment date thereby giving the owner of the distressed merchandise an 
additional period of time in which to market his product in an orderly manner. 
Consolidation of barrels would also permit the manufacturer to conserve ware- 
house space, reduce the numbers of barrels requiring supervision by warehouse- 
men and Government, and reduce evaporation. 

Furthermore, the suggestion would meet a major objection to previous pro- 
posals in that it would permit the retention of whisky in bond beyond the 8-year 
limit until the producer has a market for his goods without creating a competi- 
tive labeling advantage for those who hold present stocks of aged whisky. 

A copy of the proposed bill to accomplish the purposes as above outlined is 
enclosed. 

Attention should also be called to the fact that insofar as Representative 
Eberharter’s proposal, H. R. 5367, is concerned, the industry still has widely 
divergent views. At the July 26, 1955, Ways and Means Committee hearings 
on this proposal the Distilled Spirits Institute opposed the passage of the Eber- 
harter bill for the following reasons: 

1. The bill endangers relief legislation by entangling the problem of relief 
with a subject more complicated and controversial. 

2. The bill is not confined to the existing problem. 

3. The bill would create competitive advantage for distillers who own 
large stocks of aged whisky. 

4. The bill would discriminate against companies that have prudently 
managed their inventories in line with their sales potential and in con- 
formity with existing laws. 

5. The bill would change the rules of long standing under which distillers 
have planned their production, maturing, and sales program. 


6. The bill would offer no benefit to the public, inasmuch as quality does 
not improve after normal age. 
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The institute continues to oppose the enactment of H. R. 5367. 

As evidence of the fact that Distilled Spirits Institute continues to recognize 
the need for finding a solution to this problem, we point to the fact that the 
mingling of distilled spirits in bond as herein proposed is the third proposal 
which we have submitted formally to your committee. 

We urge the Committee on Ways and Means to give further consideration to 

' the problem and to the solution which we herein propose. 
Sincerely yours, 
Howakgp T. Jones, Executive Secretary. 
SECTION 5253. MINGLING OF DISTILLED SPIRITS IN BoND 

Distilled spirits of the same class and type as defined by regulations issued 
under the Federal Alcohol Administration Act (49 Stat. 977, 27 U. S. C. 205), 
produced by the same distiller (under his own name or any trade name), at the 
same distillery and stored is the same kind of cooperage for not less than four 
years (or two years in the case of rum or brandy) may be mingled in any internal 
revenue bonded warehouse for further storage in bond in as many of the same 
packages as necessary. Where distilled spirits produced in different distilling 
seasons are mingled under this section the package containing the mingled spirits 
shall contain not less than 10% of its total contents of each season so mingled. 
No spirits shall be so mingled more often than once in any twelve months’ period. 
The date of original entry for deposit of the youngest spirits mingled under this 
section shall be deemed to be the date of original entry for deposit of all spirits 
contained in any package for the purpose of determining the expiration of the 
8 year bonded period under section 5006 (a) (2) and section 5232 (a). No state- 
ment shall be made upon any stamp or label or in any advertisement claiming or 
inferring age in excess of that of the youngest spirits contained in any spirits 
mingled under this section. The prohibition in section 5243 (a) against the 
mingling of different seasons of production for the purpose of bottling-in-bond 
shall not be held to prohibit the bottling-in-bond of spirits mingled under this 
section if otherwise eligible for bottling-in-bond. Sections 5021, 5081, and 5082 
shall not be held to apply to nor prohibit such mingling, and distilled spirits so 
mingled may be stored, packaged, transported, transferred in bond, withdrawn 
taxpaid or tax free, or otherwise disposed of in the same manner as distilled 
spirits not so mingled. 


Mr. Srreer. Let me repeat, Mr. Chairman, that this suggestion was 
first advanced by a nonmember of our organization, but that company 
was seeking as were we, a means to settle the problem and end the con- 
troversy. I presume that it is needless for me to add that this plan 
when first advanced also became the subject of attack by the supporters 
of the unlimited bonding period. We submit that it was presented 
in good faith. We urge the Ways and Means Committee and your 
staff of experts, to give it very careful study and consideration as we 
have done. 

In conclusion, gentlemen, I should like to express my appreciation 
for the patience with which you as individuals have labored with this 
difficult problem. Perhaps my statement has seemed unduly long, but 
on behalf of the Distilled Spirits Institute I felt obligated to stress 
the fact that we as an organization conscientiously and in good faith 
have tried to compose conflicting views. 

We continue to recognize that there exists a pressing relief problem, 
and the quicker it is solved the better off both industry and Govern- 
ment will be. 

We continue to oppose most emphatically the passing of the Eber- 
harter bill. We honestly believe it is not the proper vehicle to settle 
this problem. 

We urge the speedy passage of the revision program submitted by 
the Government and without crippling amendments. 

To my prepared statement, Mr. Chairman, I would like to add this: 
In order to show the good cause of the institute, members of the in- 
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stitute and other members of the industry met again on yesterday in an 
effort to see if still another proposal might meet with the approval of 
the entire industry to settle this bonded-period question. 

That meeting lasted until late last night. I was not present at 
that time, but I have been advised today that still a fourth proposal 
was examined. There was no decision reached. 

It would be impossible at this time to determine whether that pro- 
posal would meet with the approval of the industry or any substantial 
segment of it. Therefore, we urge that the matter now before you, the 
revision of chapter 51, be speeded on its way, and if there can be any 
resolution of this bonded period problem so that it meets with the 
approval of substantially all of the industry, it will be brought to your 
attention and can be incorporated in the bill at that time. But we cer- 
tainly urge that efforts to settle that controversy not delay the passage 
of the bill which is now before you. 

Thank you very much. 

Mr. Foranp. Does that conclude your statement, Mr. Street? 

Mr. Srreer. Yes. 

Mr. Foranp. I noticed on page 6 of your statement reference was 
made to the floor-stock refenid mentioned in our summary of tentative 
decisions. I want to assure you that that was not intended to apply 
to the alcoholic beverage or tobacco products. It applied only to those 
items which were referred to directly in the summary. 

Mr. Srreer. Yes, sir. 

Mr. Foranp. We were not going into the subject of liquor and to- 
bocco at all when we submitted those views. 

Are there any questions? 

Mr. Srvpson. Mr. Street, what is included in the phrase as you used 
it, “substantially all of the industry and the Distilled Spirits Insti- 


. tute’? 





Mr. Srreer. Mr. Simpson, there are a number of good-sized com- 
panies which are not members of our Institute. The two largest are 
Schenley and Publiker. 

Mr. Srmpson. Should we accept your recommendations, that is, for 
the purpose of seeking that agreement which the Treasury has indi- 
cated a desire to have? 

Mr. Street. We would certainly hope that you would. 

Mr. Srupson. Well, inasmuch as the others are not in your organi- 
zation, it is impossible to get unanimity if we accept your recommen- 
dations because you do not represent them. 

Mr. Srreer. No; we do not represent them, Mr. Simpson. 

Mr. Srmpson. And so an impossible situation is being presented 
to the committee if you ask us to accept the Distilled Spirits Institute’s 
findings when you don’t yourself represent the industry. 

Mr. Srreer. Mr. Simpson, when I referred to that, I referred only 
to the bonded period controversy. I do not understand that there is 
any other section of this entire program which is the subject of any 
disagreement between industry and Treasury; that is, except this one 
section. 

On that, we urge that you pass the bill as it is now submitted, and 
if it is intended to save the question that can be done for future delib- 
erations of the Ways and Means Committee. 

Mr. Srupson. That is not what I am talking about. I am talking 
about whether you, in the Distilled Spirits Institute, are the group 
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that this committee must look to as representing all of the industry, if 
we are to act in accordance with your wishes. 

If we are only to act when you represent the industry, you don’t 
represent the industry. 

r. Street. We don’t represent all of them; they are not all mem- 
bers of our institute. 

Mr. Stmpson. So long as you don’t represent all of the industry, you 
never can speak for all of the industry, and so there is an impossible 
situation facing this committee when we listen to you and delay our 
action pending the time that you, speaking for all of the industry, 
agree with us or make a recommendation. 

Mr. Srreer. All that we urge, Mr. Simpson, is that you follow the 
recommendations of the Treasury with respect to the enactment of this 
proposal which is now before you. That is all that we are asking. 

Mr. Stmpson. Well, I am not disposed to do that because they have 
told us of 4 major areas, 4 or 5 major areas which I, for one, am asked 
to reenact ; that is, to express my belief that that is good law. 

I don’t want to do that. That is true, certainly, until the problem 
which, as I see it, results in the dumping of a product on the American 
market is solved. That is a problem which may get worse. 

It isa problem as a result of which the Government is losing revenue, 
and the product is being shipped abroad in many instances to avoid 
taxes here, and done in self-defense by the corporation in question. 

Now, I think that problem in a well-regulated industry should be 
solved, and I think the burden is on this committee and the Congress. 
We are only dodging the issue in tying our hands in a straightjacket by 
expecting 100 percent agreement among an industry, where it is un- 
reasonable to expect 100 percent of the people to agree. 

That is all I have at the moment, Mr. Chairman. 

Mr. Mason. Mr. Street, am I right in summarizing your 14-page 
statement by saying that all you are doing, really, in that 14-page 
statement, is recommending to this committee that the revision by the 
Treasury, as presented to us, should be adopted as quickly as possible, 
in spite of the fact that it retains the present law on bonding, and that 
you hope if that is done, and a lot of these minor problems are cleared 
up, that maybe after the industry, as a whole, stews in its own juice 
for a while, it will come across with some kind of a compromise agree- 
ment that we can adopt later on and pass as legislation ? 

Mr. Street. That is an accurate analysis of my statement. 

Mr. Mason. Thank you, sir. 

Mr. Sueson. But yours would be the only industry in the Nation 
that the Congress gives that choice to. We are levying taxes all 
along here. We do all kinds of work and are we to say, as a great com- 
mittee of Congress, that we depend upon the liquor industry, as such, 
to be the only industry that can dictate to this committee what we 
shall do? 

Why are we not to use our judgement and why are we not to solve 
the problem, which every one of you admits exists? You have come 
up with 3 or 4 suggestions as to how to solve it. 

Why don‘t we use our ingenuity and disregard this fact that you 
can’t agree 100 percent ? 

Mr. Srreer. We certainly are not trying to dictate to this group. 
All that we are asking is the passage of this measure, leaving for 
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later determination the decision with respect to one controversial ele- 
ment. 

Mr. Srmpson. How many years ago did you ask that originally, 
and ‘since that time you have made several recommendations haven’t 
you ¢ 

Mr. Srreet. This is the first time that the revision of section 51 
has ever been before the Ways and Means Committee in any form 
that I know of. 

Mr. Simpson. How long ago did the problem of the bonding period 
arise ? 

Mr. Street. The first originated in 1952, to the best of my recollec- 
tion. 

Mr. Stmpson. And you have made several recommendations to solve 
that problem, have you not? 

Mr. Srreet. Yes, sir. 

Mr. Srmupson. Are you still back of those recommendations? 

Mr. Srreet. Yes, sir, we are willing to stand by any recommendation 
that we have made to this committee with respect to the solution of 
that problem. 

Mr. Simpson. So that there is a degree of unanimity on your part 
with respect to those several recommendations you have made to, in 
your opinion, justify the committee in acting favorably ? 

Mr. Srreet. Yes, sir, there certainly is; we have never withdrawn 
any one of the proposals that we have made for the settlement of that 
controversy. 

Mr. Keocn. I would like to ask a question there. On page 10 of 
your statement, Mr. Street, and the first full paragraph there, the last 
sentence, you say: 

In 1953, you were, in effect, warned that unless you compromised your views 
and agreed to a solution within the 30-day period, the committee would draft a 
bill. 

What was the form of that warning? 

Mr. Srreet. I can’t recall whether it was during the course of a 
hearing or shortly thereafter, but we were told by a number of mem- 
bers of the committee at that time that unless we could resolve that 
problem among ourselves, that the committee would draw a bill of its 
own. 

That resulted in the compromise Saylor bill which was later passed 
by the full Ways and Means Committee, and also passed by the House. 

Mr. Keocu. So that the suggestion that you try to compromise came 
from the committee, and not from the industry? Is that right? 

Mr. Srreetr. We had attempted to settle that controversey before 
that time, but had been unsuccessful, Mr. Keogh. 

Mr. Kroeu. All right. Thank you, Mr. Chairman. 

Mr. Foranp. If there are no further questions, we thank you for 
the testimony you have given the committee. 

Mr. Srreer. Thank you, sir. 

Mr. Foranp. The next witness is Mr. Ralph Heymsfield. 

Will you identify yourself for the purpose of the record ? 
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STATEMENT OF RALPH T. HEYMSFELD, VICE PRESIDENT AND 
DIRECTOR, SCHENLEY INDUSTRIES, INC. 


Mr. Heymsrexp. I am Ralph T. Heymsfeld, a vice president and 
director of Schenley Industries, Inc. I have been engaged in the dis- 
tilled spirits industry since 1933. We thank the committee for this 
opportunity to express our views on the proposed distilled spirits 
amendments to the Internal Revenue Code. 

We have already stated to the committee our conviction that the 
proposed bill submitted by the Treasury for amendment of subtitle E 
of the Internal Revenue Code of 1954 is controversial because it in- 
cludes a reenactment of the so-called force-out law requiring taxpay- 
ment on distilled spirits 8 years from their entry into bond. 

Our position, in brief, is that this committee should recommend the 
elimination of the 8-year force-out rule. 

Examination of the 8-year force-out law falls particularly within 
this committee’s jurisdiction. Elimination of the force-out law also 
clearly falls within the general purposes of the bill submitted to your 
committee by the Internal Revenue Service for revision of the distilled 
spirits provision of the code. 

These revisions have, as their principal purpose, to modernize in- 
ternal revenue laws and, in the language of Mr. Coggins, attorney of 
the Alcohol and Tobacco Tax Legal Division, “to repeal archaic, 
obsolescent, and unnecessary provisions.” The 8-year force-out law 
is, without doubt, “archaic, obsolete, and unnecessary.” 

I think it is a fair statement that the Treasury agrees that the 8-year 
force-out law, as it presently stands, could be eliminated from the law 
without affecting the revenue or enforcement. I think it is a fair state- 
ment, too, to say that this position represents the historic viewpoint 
of the Treasury Department for more than 50 years. 

We can find no word on record by the Treasury in which it has said: 
“We need this law for our purposes in order to keep or increase present 
revenues or enforce the law.” 

All that the Treasury has said is that it prefers to make no recom- 
mendations as to how elimination of the force-out law should be 
brought about until there is virtually unanimous agreement in the 
industry, itself, on the matter. 

What has been the position of Congress, itself? In 1954, the Con- 
gress, by specific legislation, relieved the taxpayer of the necessity of 
paying the excise tax within the 8-year period provided by the force- 
out law. I might add that was on the recommendation of the Treasury. 

This was done in section 5011 of the Internal Revenue Code of 1954, 
in which Congress specifically gave the owner of spirits the unqualified 
option of wholly avoiding the tax provided he destroyed the spirits 
within the 8-year period. 

This congressional enactment certainly recognized the unfairness 
and indeed, the impossibility, of compelling taxpayment on goods that 
might never be sold. 

The difficulty that remains is that the legislation provided a penalty 
rather than a remedy. It left the taxpayer with the terrible choice 
of paying a destructive tax or physically destroying his property. 

As we have set forth in the Dudley suit—to which I will refer again 
later—we estimate that over 50 million gallons of distilled spirits 
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would have to be destroyed under the existing law, with loss to the in- 
dustry, the Federal Treasury, and State revenues. 

What is the industry position? As to the industry, I think it is 
fair to say that practically the entire industry is agreed that the 
force-out law as it presently stands must be changed. 

Indeed, the industry has gone considerably beyond that. Prac- 
tically the entire industry and several State governments have filed 
claims for huge tax refunds in which they have asserted that the 
force-out law is unconstitutional. Each of these claims carries the 
following statement: 

I declare under the penalties of perjury that this claim (including any accom- 
panying schedules and statements) has been examined by me and to the best of 
my knowledge and belief is true and correct. 

As to the constitutional questions, there is no doubt that they are 
both substantial and serious. With the permission of the committee, 
we should like to file with it a copy of the complaint in Schenley Dis- 
tillers, Inc. v. Dudley, now pending in the United States District Court 
for the Western District of Pennsylvania, and a very short memo- 
randum on the constitutional questions presented. 

Mr. Foranp. Without objection, that may be done. 

Mr. Heymsrewp. The existence of these constitutional questions 
makes the Treasury and this committee more than neutral arbiters of 
someone else’s dispute. We recognize, of course, that the forum for 
constitutional issues growing out of existing laws is the courts. 

However, it is equally true that in considering pending legislation— 
and that is what this committee is doing—Congress and its commit- 
tees are also concerned with constitutional issues. Particularly is that 
so in this situation, in which an archaic, unneeded provision of law 
may, in fact, seriously affect the collectibility of vast sums of revenue, 
including the collectibility of a tax which is about to be enacted; that 
is, the reenactment of the additional $1.50 tax pending in the new reve- 
nue bill. 

There can be no question that the existing force-out law is causing 
huge damage to the industry and, because the Treasury is our partner, 
it is also causing losses in Federal revenues. The facts on this are set 
forth in the complaint in the Dudley suit, and they are also found 
in testimony that has been taken by the Ways and Means Committee 
on this problem. 

In the Dudley suit, it is alleged that there has been a loss of in- 
ventory values in excess of $1 billion. The Treasury is a 52 percent 
partner in that loss. 

Thus, we have reached this point: Here is a rule of law which is of 
no advantage to the Treasury, but, to the contrary, is creating vast 
damage. As matters stand, the owner of property now has a choice 
between destruction of his property or payment of a destructive tax. 
There is not and there cannot be any public advantage in such a situa- 
tion, and it cries for change. 

We come, therefore, to the crucial question: Why is the Treasury 
advocating the temporary reenactment of the force-out law? The rea- 
son was given to your committee last Thursday. The Treasury De- 
partment says that it will make no recommendation without “virtually 
complete unanimity” in the industry. . 

In appraising the possibilities of “virtual unanimity” the following 
must be taken into account: 





a i 


Yy 
> 





EXCISE TAX TECHNICAL AND ADMINISTRATIVE PROBLEMS 135 


1. Thisis a highly competitive industry. 

2. Not all companies are in the same position. ‘ 

3. The problem has been under consideration at least since 1939, 
and in the 17 years since that date there never has been universal 
agreement on any proposal foritssolution. _ 

We feel that it is necessary for this committee to act and to make 
a specific recommendation to the Ways and Means Committee for 
change in the law in the public interest. ( 

At last week’s hearing, one of the members of the subcommittee 
observed that the Treasury attitude was to let the industry “stew in 
its own juice.” We most respectfully venture the suggestion that the 
Treasury is stewing in the same juice and in the public interest it 1s 
time that something be done. 

There is pending before the Ways and Means Committee the Eber- 
harter bill, H. R. 5367, which would eliminate the 8-year force-out 
law. 

Enactment of the Eberharter bill would help the industry and the 
Treasury, too, by improving the present conditions under which both 
the industry nok the Treasury are suffering substantial losses. 

Another proposal has been advanced and submitted to the Kentucky 
Distillers Association, whose membership has it under consideration. 
This proposal incorporates these points: 

1. Elimination of the 8-year force-out law. 

2. Provision for consolidation of packages in bonded warehouses 
subject to certain restrictions which will safeguard existing require- 
ments for bottling in bond and labeling. 

3. The imposition of a supplementary tax payable upon each con- 
sumer package of distilled spirits of whatever kind or origin which 
is labeled, advertised, imported, sold, or offered for sale for domestic 
consumption with a claimed age of over 8 years. 

The tax would remain in effect only until December 31, 1964. That 
is a period roughly of 8 years. It would be at the rate of $3 per proof 
gallon cumulative for each year of claimed age above 8 years. 

This proposal has the virtue of incorporating two matters of basic 
principle: First, any tax burden which is carried by the United States 
industry on goods of United States manufacture should be placed 

ually upon goods imported from abroad and sold in this country. 
The test should not be source or origin, but domestic consumption. 
In other words, it is right and just that there should be equality of 
competition by any definition. 

Second, the excise tax on distilled spirits should be paid when spirits 
are withdrawn from internal revenue bonded warehouses without 
regard to the date of original entry for deposit. In other words, the 
8-year force-out law, which serves no public purpose, should not be 
left on the statute books. 

Both these points of basic principle appear to be recognized by 
this proposal. 

In conclusion, we urge that it would be wrong for this committee 
to recommend reenactment of a law which serves no public purpose, 
which admittedly is wrong in principle and damaging in its effect. 

We urge that it is timely and proper for this committee to make 
positive recommendations for elimination of the 8-year force-out law 
so that the change may be appropriately embodied in the existing pro- 
posals for amendment to the Internal Revenue Code. 
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Mr. Foranp. Does that conclude your statement? 

Mr. Heymsretp. Yes, sir; it does. 

Mr. Foranp. The Chair would like to clear one point. Would your 
request that the material you submitted be included in the printed hear- 
ings, or were you just presenting that to the committee ? 

Mr. Heymsrexp. I would request, if it is within the rules of the 
committee, with which I am sorry to say I am unfamiliar, that they 
be printed within the report of the committee. 

Mr. Foranp. Is there objection to that request ? 

Mr. Srmpson. I think we can follow the customary policy and file 
that in our records. It is pretty expensive to print that whole thing. 

Mr. Foranp. We will make reference to it by the mention Mr. 
Heymsfeld has made now, and follow our usual procedure in those 
matters. Under the circumstances, we will do that. 

Mr. Heymsretp. That is satisfactory to me, Mr. Chairman. 

Mr. Foranp. Are there any questions ¢ 

Mr. Mason. I would like to ask if you can tell us what is the general 
attitude of the industry with regard to your proposal ? 

Mr. Heymsretp. If I might make a slight amendment before I 
answer the question, Mr. Mason, this did not happen to be particularly 
our proposal. The general attitude of the industry, as nearly as we 
have been able to get it, is this: 

A number of companies, we are told, have advised the Treasury 
Department, and possibly this committee, that this proposal would be 
acceptable. Now, on yesterday, as Mr. Street has said, there was a 
meeting, as he said, between members of the institute and other mem- 
bers. I think at that point he shrouded us in anonymity, but Schenley 
happened to be one of the persons present at that meeting. 

At about 2 o’clock this morning, I received a telephone call from 
New York in which I was informed that the group present had found 
substance and merit in the proposal, and that they were going to 
submit it to certain other people. 

I may say that as nearly as I am advised, there were present at that 
meeting representatives of important United States distilling interests. 

This morning, shortly before coming to this meeting, I was informed 
that while the principle of these proposals appeared to be generally 
acceptable, there was objection particularly to the levying of any addi- 
tional tax on distilled spirits. That objection, as it has been presented 
to me, was an objection to the principle of levying an additional tax 
on distilled spirits. 

Now, of course, as certain members of this committee may be aware, 
T have personally been identified with the fight against what we con- 
sidered to be an inordinately high tax on distilled spirits which is caus- 
ing a great many problems both for the industry and the Government 
that I will not dwell on. 

Certainly we would be the last to be party to any proposal that 
would involve distilled spirits with additional taxation. We are firm 
in our conviction that the tax on distilled spirits should be reduced. 
However, we think that the objection is based on a misconception of 
the purpose and effect of this particular provision. 

This particuiar provision, if imposed, has nothing to do with the 
general taxation of distilled spirits, and as a matter of fact, if adopted, 
it should be kept as far away in the book, itself, from the other pro- 
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visions, as is physically possible. The imposition of this supplemen- 
tary tax is for the purpose of accomplishing a particular temporary 
objective. 

I earnestly feel that the committee, itself, if it felt that this was a 
suitable way to handle the problem, could certainly protect the record 
and protect the industry against any possible inference that this repre- 
sented any view of this committee one way or the other as to the exist- 
ing distilled spirits tax, or the law now pending to extend the $1.50 
of increase for another year. I believe the committee itself could 
certainly make it clear on the record and it would be made clear in all 
of the debates that one tax had nothing to do with the other. The 
Ways and Means Committee knows the feeling of the industry on 
taxes, and I can't see that that objection which I understand is made 
on principle is something that ought to present a serious problem. 

In other words, I think that is another place where the committee 
can pretty well take care of the situation. 

Mr. Mason. When we were considering the Saylor bill, and the ad- 
vantage it would give to some companies over the others if we increased 
the bonding period and so forth—all of that was thrashed out and it 
seems to me that the elimination of the 8-year force-out has got to have 
with it definitely some provisions to prevent one company from having 
an advantage over the other in their advertising and selling liquor that 
has been matured more than others, and so forth. 

That is the problem, of course, that we face. 

Now why can’t we pass this recommendation which would continue 
the present law on the bonding issue for a few months, perhaps until 
the Congress can pass the Eberharter bill, or some part of the Eber- 
harter bill, or some substitute for the Eberharter bill ? 

Why wouldn’t that be the way to proceed in order to get some 
progress made ? 

Mr. Heymsretp. Our problem is this: Here is something which has 
been pending in the industry for a period of 17 years. Actually, the 
original proposal for extending the bonded period came almost simul- 
taneously with the increase in Federal tax from $9 to $10.50. 

There were many in the industry who felt that it was appropriate 
to include in that legislation provision for extension of the bonded 
period. That, sir, isa matter of record in the industry. 

But we were advised that the House Ways and Means Committee, 
and the Senate Finance Committee, were particularly interested only 
in the question of rates. From that day, sir, to this, each time a piece 
of legislation has been pending, we have been told, “Let’s get this out 
of the way and we will come to your problem later.” 

I may say I don’t even like Mr. Street’s forecast, of when we are 
likely to get action, because he says: 

If you hold up this provision, sir, until we have reached unanimity on the 
bonded period, or virtual unanimity, maybe this provision of law will never pass. 

I come here in a spirit of peace, but he can’t be wholly consistent 
on that. 

Now I would like to make a comment on the other question which 
you asked me, which is this: The committee may feel it is important to 
do something to protect certain branches of the industry. This indus- 
try happens to have within it two separate elements, and they are not 
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separate, sir, in the sense that you put them in watertight containers 
and each operates independently of the other. 

There happen to be within the so-called American industry com- 
panies which have at a minimum a conflicting interest because at the 
same time that they are distributing goods of United States manu- 
facture, they are also distributing in the United States goods of 
Canadian or Scotch manufacture. 

Mr. Mason. Is that our Illinois industry, Hiram Walker ? 

Mr. Hermsrexp. Yes, it might be. I am willing to accept the identi- 
fication for this purpose, sir, of Hiram Walker as coming from your 
great State. 

But we would at least have to admit, sir, that they have a conflicting 
interest because they have very substantial investments in Canada and 
Scotland. 

Now it is said that these industries do not compete with each other. 
It was said by a witness on a previous occasion, “We are not con- 
cerned with this foreign competition.” 

Again, there is a strange inconsistency in the record because we 
have been before committees of Congress and the Tariff Commission, 
and other people, saying that the tariff on imported spirits should not 
be reduced. 

There was a terrific controversy in the Halls of Congress on the 
question of whether the import duty should be measured in one way 
rather than another. Now, if these two groups are not in competition 
with each other, why were we doing all of this other shouting ? 

Looking at it in a simple businesslike way, there are companies that 
have varying interests. Some of them have domestic interests solely, 
and some of them have partly domestic and partly foreign interests. 
Each company is trying to represent on this problem all of its interests. 

We say that while it is very important, perhaps, to protect the do- 
mestic industry so that there is fair competition within it, it is equally 
important to protect the American industry so that it is not subjected 
to unfair competition from abroad. 

We say that abroad they don’t have this limitation. One way to 
create equality is to remove the limitation here. It may just be a mat- 
ter of coincidence, or it may be a matter of other explanation, that 
two of the people who most assiduously oppose the change in the rule 
happen to have foreign interests. Again, sir, I come in a spirit of 
peace, but the fact remains that we, in the American industry, must 
protect ourselves. 

There are two ways to accomplish that equality: Either it is to re- 
move the burden which is upon us or to equalize the burden between 
ourselves and the persons who are shipping their goods in from abroad. 

Mr. Mason. I can agree with you on that point; definitely I can 
agree. 

Mr. Hrymsrerp. If the committee will be in agreement on that 
point, I think everybody will be in agreement, sir. 

Mr. Mason. I want to say this: As a known dry, for seventy-odd 
years, and as 1 of the 4 Members of the House who voted against the 
continuation of the present rates, and there were only 4 of us, I cer- 
tainly am in a position to act as impersonally as anyone can. 

T have sympathy with this industry, and I would like to see them 
get together and settle their own problems so that we can act without 
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too much fuss about it. Otherwise, we will act, and don’t make any 
mistake about that. 

Mr. Foranp. Does that conclude your statement, Mr. Mason? 

Mr. Mason. Yes, it does. I thought that you recognized the fact 
that when I made a definite statement, that is the end of it. 

Mr. Foranp. Are there any other questions? 

Mr. Simpson will inquire. 

Mr. Sraeson. I am interested in this matter of the duty of Con- 

ess and the degree of an industry’s complete agreement before the 
Sonn acts. 

We have here a bill recommended by the Treasury. I understand 
the bill is not approved by the Distilled Spirits Institute. 1 should 
have asked Mr. Street about this. He even suggested certain amend- 
ments to the question of disaster losses, so apparently there is not 
even complete agreement between the Treasury and industry in that 
area. 

This is what I particularly want to ask you: The committee took 
action completely contrary to the Treasury’s recommendation, namely, 
with respect to changing the taxing system on liquor which has the 
advantage of saving for that industry a considerable amount of 
money. 

Are we to follow the Treasury in that instance and take that pro- 
vision out of the bill. I don’t know. It seems to me that it depends 
on which side the stick is tarred; that is, whether we are to go along 
with the recommendations of the DSI or the Treasury. 

It just illustrates the fact that this committee, as Mr. Mason has 
said, has an obligation here and it is not the obligation of the indus- 
try to tell us what to do, even though we welcome their suggestions. 
I repeat that the worst policy we could ever establish in this committee 
would be to expect a 100-percent agreement in any industry before we 
act. 

That is my statement, Mr. Chairman. I don’t know whether there 
is an answer to be made. 

Mr. Hrymsrexp. If I can assume there was a question mark placed 
at the end of that statement, I would like to make the observation that 
the only time that this industry—and it endured for a long enough 
period for the legislation to have carried, but it didn’t—that the only 
time that the industry developed a proposal was when a committee 
on which Mr. Simpson sat said to the industry, “You come up with 
the proposal or we are going to write one ourselves,” but as long as 
this committee takes the position “You come up with a proposal or we 
are going to reenact the existing law—the existing law then in effect,” 
you are simply setting us, we feel, further and further back. 

Mr. Suueson. I want to point out that this committee has not taken 
that position. 

Mr. Heymsrerp. No, sir, I understood that. I am saying that if 
that were to be the position of this committee, that would happen. 
That is why we feel that the committee must, or should, make a positive 
recommendation as to change. 

Whether that will bring laggards into line or not, or whether that 
will accomplish 100 percent of unanimity, it will accomplish unan- 
imity to this extent, that the day the legislation is enacted into law, 
we will all be inthe same position. 
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Mr. Srpson. I think the point is what this committee owes, and 
that all it owes is to recognize the problem and give it consideration. 

Mr. Foranp. The truth of the matter is that these hearings are being 
held for the purpose of obtaining views. After we have all of these 
views, we will go into executive session and try to work out the prob- 
lem to the best of our ability. 

Mr. Mason. Mr. Chairman, I want to obtain one more view, if I 
might. 

Mr. Foranp. We will listen to you. 

Mr. Mason. Would your company be favorable toward and would 
support the reintroduction and the enactment of the Saylor bill that 
we put through the House at one time, practically as it was then? 

Mr. Hryrmsrexp. No, sir, and if I may state my reasons, I would be 
glad to state them. 

Mr. Mason. I would be glad to get your response, because we may 
have to resort to something like that. 

Mr. Heymsretp. The difficulty, sir, is this: If you were to accept 
the principle which I understood you to say that there should be 
equality 

Mr. Mason. As between the foreign imports and ours, I means. 

Mr. Heymsrevp. In the domestic market, you will have to find a 
legal formula, sir, for imposing the same label limitation on the im- 
ported product which is imposed on the American product. We are 
informed that any effort to impose a labeling provision just as a labeling 
provision would run into difficulties under existing trade agreements. 
We are also advised that to accomplish the result we seek by taxation 
would not be in violation of those agreements because under those 
agreements imports are subject to the same taxes that are paid by 
any domestic product. 

Mr. Mason. Thank you, sir. 

Mr. Foranp. Are there any further questions? 

The Chair hears none, and we thank you, Mr. Heymsfeld. 

Mr. Heymsrexp. I thank the committee for their patience. 

(Mr. Heymsfeld later submitted the following supplemental state- 
ment :) 





SUPPLEMENT TO STATEMENT OF RALPH H. HEYMSFELD 


My statement before the committee was directed primarily to the numerous 
considerations demonstrating the unsoundness of the force-out provision, as 
a matter of legislative policy. 

I referred only briefly to Schenley’s further view that the provision is wholly 
beyond the power of Congress under the Constitution. The factual basis for that 
view is set forth in detail in the complaint in the action which we have brought 
to permanently enjoin the enforcement of the provision. A copy of that com- 
plaint has been submitted to the committee. 

The purpose of this supplemental statement is to outline briefly the principal 
points and authorities upon which we rely, upon the advice of our counsel 
Messrs. Dewey, Ballantine, Bushby, Palmer & Wood, and Messrs. Reed, Smith. 
Shaw & McClay, in challenging the constitutionality of the force-out provision. 


1Schenley Distillers, Inc., and Joseph 8. Finch and Company v. Alexander J. Dudley, 
United States District Director of Internal Revenue for the Pittsburgh Internal Revenue 
District, U. 8S. District Court for the Western District of Pennsylvania, Civil Action 
No. 14314. 
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I. THE DESTRUCTIVE IMPACT OF THE FORCE-OUT PROVISION IS ARBITRARY, CAPRICIOUS 
AND WITHOUT JUSTIFICATION UNDER THE CONSTITUTION 


The very essence of due process of law, guaranteed to all under the 5th and 
14th amendments to the Constitution, is that no man shall be deprived of his 
property unless there is a reasonable and proper public purpose to be served 
thereby. This fundamental guaranty applies to, and is a limitation upon, the 
Federal taxing power as well as any other power (Heiner v. Donan, 285 U. 8. 
312 (1932) ; Nichols v. Coolidge, 274 U. S. 531 (1927) ; Untermeyer v. Anderson, 
276 U. S. 440 (1928) ). 

The test is the familiar one, applied in numerous cases, of balancing the public 
interest to be served against the resulting harm to the individual (Pennsylvania 
Coal Company v. Mahon, 260 U. 8S. 393 (1922); Thompson v. Consolidated Gas 
Utilities Corp., 300 U. 8S. 55 (1987); Weaver v. Palmer Bros. Co., 270 U. S. 402 
(1926) ; Lowis K. Liggett Co. v. Baldridge, 278 U. S. 105 (1928); Burns Baking 
Co. v. Bryan, 264 U. S. 504 (1924) ). 

In all of those cases the United States Supreme Court, applying that familiar 
test, struck down the legislation because, while there was admittedly some pub- 
lic benefit to be served by the measure, the harm inflicted upon the individual 
was relatively so great as to render the measure an arbitrary and capricious 
deprivation of property. As the Supreme Court stated the rule, specifically with 
reference to tax legislation, in Helvering v. City Bank Farmers Trust Co., 296 
U.S. 85, 90 (1935) : 

“* * * if the means are unnecessary or inappropriate to the proposed end, 
are unreasonably harsh or oppressive, when viewed in the light of the expected 
benefit, or arbitrarily ignore recognized rights to enjoy or to convey individual 
property, the guarantee of due process is infringed.” 

Within the past few months the Court of Appeals of the State of New York, 
applying that same rule, held unconstitutional a New York statute which had 
been on the books for more than a quarter of a century (Defiance Milk Products 
Company v. Du Mond, 17 Law Report News, p. 4, Feb. 24, 1956). That statute, 
in substance, prohibited the retail sale of evaporated skimmed milk—just as the 
force-out provision prohibits the sale of domestic distilled spirits which are more 
than 8 years old. The Court, recognizing a public interest in preventing con- 
fusion between evaporated skimmed milk and evaporated whole milk, and further 
recognizing that the statute did operate to prevent such confusion, nevertheless 
struck down the statute as a denial of due process of law on the ground that the 
total prohibition of retail sales of the one product was not a reasonable way of 
dealing with such confusion as the legislators might have found to exist. 

As to the forece-out provision, there is not even any question of degree, or of 
balancing public against private interests. This purported tax measure, as shown 
in detail in the complaint (pars. 79-98), serves no revenue purpose whatsoever. 

The Treasury has recognized that this is so. The Congress itself has recognized 
it, in the 1954 amendment, whereby the tax may be wholly avoided by destroying 
the property before it reaches 8 years of age. That provision makes it 
apparent upon the face of the statute that revenue is not the objective. The 
force-out provision, far from providing revenue for the support of the Govern- 
ment, in fact causes millons of dollars of loss to the Treasury. 

The cases are clear that a purported tax measure, thus demonstrably serving 
no revenue purpose, cannot stand (Hill v. Wallace, 259 U. S. 44 (1922) ; United 
States v. Butler, 297 U. S. 1 (1936): the Child Labor Taz Cases, 259 U. S. 20 
(1922)). The harm wantonly inflicted upon Schenley and other members of the 
domestic distilled spirits industry—even to the point of forcing the outright 
destruction of their property—is without justification under the Constitution. 
In the words of the United States Supreme Court in Magnano Co. v. Hamilton 
(292 U. S. 40, 44 (1934)), the force-out provision “does not involve an exertion 
of the taxing power, but constitutes, in substance and effect, the direct exertion 
of a different and forbidden power as, for example, the confiscation of property.” 


Ij. THE FORCE-OUT PROVISION IS AN UNCONSTITUTIONAL PROPERTY TAX 


Wholly aside from the absence of any revenue justification for the destruction 
inflicted thereby, the exaction of tax at 8 years is unconstitutional because it is 
a direct or property tax which is not apportioned among the States in accord- 
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ance with population. The Congress is without power to levy any such tax. 
The Constitution absolutely forbids it, not just once but twice.” 

The thing that is taxed, under the force-out provision, is the property itself 
and nothing else. The tax rests solely upon the existence of the property on the 
tax payment date. It is focused squarely upon the property and the ownership 
thereof. Nothing that happened before, neither distillation nor warehousing 
nor aging, gave rise to any fixed or unavoidable obligation to pay any tax what- 
soever. Nothing that may happen thereafter in any way diminishes the full im- 
pact of the tax upon the property and the ownership thereof. 

The 8-year exaction is unrelated to any present marketing or sale. It looks 
to no future marketing or sale. It is in fact a tax on property which never can 
or will be sold—viz., the more than 50 million gallons of whisky which will 
shortly have to be destroyed because of this exaction, not to mention the huge 
amounts of tax-paid spirits which would in every instance be lost through evap- 
oration. The 8-year exaction is in no sense an indirect tax upon consumption. 

The long line of decisions of the United States Supreme Court leaves no doubt 
that the protection of the direct tax apportionment requirement is applicable to 
property of all kinds, whether real or personal and including articles of con- 
sumption. The test in each case, as to whether the tax is a property tax or an 
excise, is the basic incidence and impact of the tax; and where as here those are 
upon the property itself, no remote and inconclusive excise aspects such as earlier 
distillation and warehousing will be permitted to deprive the property of basic 
constitutional safeguards (Dawson v. Kentucky Distilleries Co., 255 U. S. 288 
(1921) ; Pollock v. Farmers Loan & Trust Company, 158 U. 8S. 601 (1895) ; Pierce 
v. United States, 232 U. S. 290 (1914) ; Hisner v. Macomber, 252 U. S. 189 (1920) ; 
Kohl v. United States, 226 F. 2d 381 (7th Cir. 1955) ). 

In the above cited Dawson case the property which the Supreme Court held 
entitled to protection against taxation otherwise than in accordance with con- 
stitutional safeguards was the very kind involved in this present case: distilled 
spirits in internal revenue bonded warehouses. In that case, far from permitting 
remote and inconclusive excise aspects, of the character here present, to obscure 
the basic property impact of the tax, the Court struck down the statute as an 
unconstitutional property tax despite the fact that taxability actually depended 
upon the conduct of an ordinarily excisable transaction. The Court, recognizing 
that the statute in terms called for the tax only upon actual voluntary removal of 
the distilled spirits from the bonded warehouse, nevertheless held it an unconsti- 
tutional property tax on the ground that removal of the spirits from bond was a 
necessary condition precedent to the exercise of any of the rights of ownership, 
and thus to tax the act of removal was in practical effect equivalent to a tax upon 
the ownership. The Court, after demonstrating the inconclusive nature of stor- 
age and other earlier excise aspects, stated at p. 293: 

“The thing really taxed is the act of the owner in taking his property out of 
storage into his own possession (absolute or qualified) for the purpose of making 
some one of the only uses of which it is capable, i. e., consumption, sale or keeping 
for future consumption or sale. * * * The whole value of the whisky depends 
upon the owner’s right to get it from the place where the law has compelled him 
to put it, and to tax the right is to tax the value. To levy a tax by reason of 
ownership of property is to tax the property.” 


Mr. Foranp. The Chair wishes to call attention to the fact that 
when this hearing was announced, it was stated that all who cared 
to appear personally would notify the clerk by Tuesday, March 20. 

This has concluded those who have expressed such a desire. How- 
ever, if there are any others who care to submit statements for the rec- 
ord, that must be done not later than March 26. 

Now, before closing the hearings, the Chair has a number of letters 
and telegrams that he has received. 

Without objection, they will be put into the record. 

Mr. Mason. Are they pros and cons? 

Mr. Foranp. They deal with the code and the definition of retailer 
and wholesaler, and also with the merchandise destroyed in the hurri- 


2 Art. I, sec. 2, clause 3; art. I, sec. 9, clause 4. 
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canes. That is from the National Retail Liquor Package Stores Asso- 
ciation. 


The other is from Ralph Curtiss, representing the National Licensed 
Beverage Association, practically along the same line. 

This telegram is from the Amercian Distilling Co., setting forth 
practically the proposition that was offered here a few moments ago, 
relative to whisky that is aged over 8 years. 

This sheaf of telegrams, the Chair would suggest that only one be 
printed in the record, but that the names of the others who have sent 
similar telegrams be included, and I shall read this one: 


As distillers and warehousemen, we wish to go on record as supporting the 
proposal of Mr. Willett and Mr. Thomson for elimination of the 8-year force-out. 
We respectfully urge that you incorporate into the new code bill the above- 
mentioned proposals. 


This is from Commercial Distillers. Others are practically along 


the same line. Instead of printing all of them, we will just list their 
names. 


Is there objection to my suggestion ? 
The Chair hears none, and that will be done. 
(The Willet-Thomson proposal referred to above follows :) 


THE WILLETT-THOMSON PROPOSAL ON THE 8-YEAR BONDING PERIOD 
Thompson Willet, President, the Willett Distilling Co., Bardstown, Ky. 


Ww. A. Thomson, Jr., President, Kentucky River Distillery, Inc., Camp Nelson, 
Nicholasville, Ky. 


To increase the Federal revenue and to equalize competition the code bill 
should include the following provisions : 

1. Each consumer package of distilled spirits of whatever kind or origin, 
labeled, advertised, imported, sold, or offered for sale for domestic consumption, 
with a claimed age of over 8 years, shall carry a supplementary excise tax stamp 
and shall pay the supplementary excise tax as herein provided. 

2. Supplementary excise tax stamp: The supplementary excise tax stamp shall 
be in such form as the Secretary of the Treasury shall by regulation prescribe 
and shall show the year of distillation and the year of bottling of the distilled 
spirits therein contained. It shall be in such color and form as to be readily 
distinguishable from the traditional bottled-in-bond stamp (green stamp) and 
the present normal excise tax stamp (red stamp). (Nothing contained herein 
shall be deemed to modify the existing requirements of the Federal Alcohol 
Administration Act and regulations thereunder with regard to age claims for 
distilled spirits. ) 

3. Supplementary excise tax: There shall be levied and collected upon all such 
consumer packages of distilled spirits for domestic consumption, in addition to 
any other taxes, imports or import duties, due on the distilled spirits therein 
contained for domestic consumption a supplementary excise tax at the rate of 
$3 per proof gallon, cumulative for each additional year (or part thereof) of 
claimed age above 8 years. 

4. Payment of supplementary excise tax: The supplementary excise tax 
hereby levied shall be payable upon withdrawal of the consumer packages from 
internal revenue bond or, in the case of imported distilled spirits, upon with- 
drawal from customs’ bond. 

5. It shall be unlawful to label, sell, advertise, import into the United States, 
or offer for sale for domestic consumption any distilled spirits with a claimed 
age of over 8 years, unless stamped and taxpaid in accordance with this section. 
This revision shall be applicable to distillers, importers, wholesalers, rectifiers 
and shall also be applicable to any retailer offering or advertising any distilled 
spirits for sale. 

6. Effective date: This section and the tax hereby levied, shall remain in 
effect until 8 years from the effective date of this law or until December 31, 
1964, whichever shall be earlier. The supplementary excise tax shall not be 
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payable upon distilled spirits taxpaid before the date of enactment of this stat- 
ute. However, all such spirits offered for sale more than 90 days after the 
issuance of said special supplementary tax stamps by the Government shall 
carry such stamps and they shall be furnished by the Treasury. 

7. Unlimited bonded period: There shall also be made part of the code bill 
provision for an unlimited bonding period on all distilled spirits of any kind 
and of whatever source or origin. The tax on distilled spirits shall be paid 
only when the goods are withdrawn from bond and the rate of tax shall be 
the regular rate for distilled spirits without regard to the age at which said 
spirits are withdrawn from bond. The supplementary excise tax hereinabove 
provided for shall be payable only in the case of spirits sold with a claimed age 
of over 8 years and not otherwise. 

8. Consolidation of packages: There shall also be made part of the code bill 
provision that straight whiskies 4 years or more old and rums and brandies 2 
years or more old held in bonded warehouses may be mingled with other products 
of the same type and class without withdrawal from bond, provided, however, 

(a) Said whiskies are of the same class and type and there is not more 
than 6 months difference in their dates of distillation the barrel shall be 
branded “straight whisky” or “straight rye whisky” or “straight bourbon 
whisky” as the case may be and shall be eligible for bottling in bond. 

(b) If there is more than 6 months difference in the dates of distillation 
of the straight whisky so mingled, the barrel shall be branded with a full 
statement of the age of each straight whisky in the package and said barrel 
shall be branded ‘a blend of straight whisky.” Such blend of straight 
whisky shall not be thereafter eligible for bottled-in-bond and the prohibi- 
tions of section 5243A shall be held to prohibit the bottling-in-bond of said 
spirits, and 

(c) Except in the case of distilled spirits exempt from rectification tax 
in accordance with the provisions of section 238.466 of title 26,* such mingling 
shall be deemed to constitute taxable rectification and shall be subject to 
the tax upon rectification. 


(Telegrams in support of the Willett-Thomson proposal were re- 
ceived from the following distilling companies :) 
J.T. 8S. Brown Sons Co. 
Commercial Distillers Corp. 
General Distillers Corp. 
Glenco Distilling Co. 
Grosscurth Distillers, Inc. 
Hoffman Distilling Co. 
Old Boone Distillery Co. 
Park & Tilford Distillers Corp. 
Rocky Ford Distillery. 
Willett Distilling Co. 
James Walsh Co., Inc., distillers. 
Mr. Foranp. That concludes the hearing, and the committee will 
stand adjourned, subject to the call of the chairman. 


STATEMENT OF ADOLPH HIRSCH, REPRESENTING THE ALFORD CO., 
PHILADELPHIA, PA. 


Mr. Hirscu. I have no prepared statement, but I would like to have 
permission to address this committee for 1 minute or 2, please, sir. 

I did not ask for time before, and I will send a prepared statement, 
but I would like to have the privilege. 

Mr. Foranp. You haven’t filed your request to be heard ? 

Mr. Hirscu. No, sir, I did not. 

Mr. Foranp. Who do you represent ? 


1That is 2 or more pure straight whiskies aged in wood for a period of not less than 
4 years or 2 or more pure fruit brandies distilled from the same kind of fruit aged in 
wood for a period of not less than 2 years. 
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Mr. Hirscu. I represent the Alford Co. of Philadelphia. I have 
spoken to the House Ways and Means Committee previously. 

Mr. Foranp. Out of courtesy, we will grant you 1 minute. 

Mr. Mason. And the right to submit a statement. 

Mr. Hirscu. I had the privilege of addressing the House Ways and 
Means Committee and my name is Adolph Hirsch, partner of Alford 
Co., Philadelphia, Pa. 

I stated to the House Ways and Means Committee on July 25, 1955: 


If no relief is granted to us, and to others like us, the whisky that we have 
will become practically valueless as the time for taxpayment approaches. We 
have no means to pay the tax and shall be compelled to destroy the whisky or to 
sell for any nominal amount we may be offered by some big distiller. 

The end will be that there wiil be left in the industry no one except a few 
financial giants, and a few concerns which bring their whisky in from other 
countries whose tax laws are less disastrous to persons in the trade. 


Mr. Foranp. You will submit your statement for the record? 

Mr. Hirscu. The statement that I made then has come true since. 
We have been compelled by the warehousemen where our whisky was 
stored to either destroy it or sell it for a nominal amount due to the 
fact that no market existed at that time. 

My partner and I were compelled to take a loss of in excess of $2 
million, and we have been virtually wiped out. I would like for this 
committee to know that. I want to say further that unless action is 
taken on this situation now, others like us will be in the same position 
before very long. 

It will not help us, but I think that we owe it to the industry, those 
that are still surviving, to bring this matter to your attention. 

Mr. Foranp. Thank you. 

(Mr. Hirsch later submitted the following statement :) 


PHILADELPHIA, Pa., March 28, 1956. 


To the Subcommittee on Excise Tax Technical and Administrative Problems, of 
the Committee on Ways and Means: 


I am filing this statement in behalf of the Alfor Co. of Philadelphia, Pa., a 
parnership, to supplement the oral statement your chairman was good enough to 
let me make before your committee on March 22. 

My partner, Samuel Glass, has been in the distilled spirits business for 37 
years and I have been in it for 23 years. We are small businessmen in the true 
sense of the word, for our combined assets have never been more than $2,500,000, 
whereas major companies in this industry boast assets running into the hundreds 
of millions. 

I appeared before the Ways and Means Committee on July 25, 1955, to tell 
that committee why a failure to pass the Eberharter bill (H. R. 5367) would be 
ruinous to small concerns like Alfor. I said then that unless that bill was 
passed the whisky that those concerns own would become practically valueless 
as the time for tax payment approached. Let me report to you, gentlemen, 
what has happened since this testimony was given. 

By way of background let me say that Mr. Glass and I formed the Alfor Co. 
in 1948 with capital we acquired through the sale of our holdings in the Logans- 
port Distilling Co., Logansport, Pa. Our purpose was to acquire at the proper 
time plant and equipment for the operation of our own distillery. We felt it was 
necessary, however, to have a stock of aged whisky on hand, ready for business, 
at the time we made the investment in such equipment. Accordingly, we in- 
vested at the outset in 25,000 barrels of new whisky, with the intention of aging 
it to the bottle-ripe age of 4 to 6 years. The original purchase price plus carry- 
ing charges to the present amounted to $2,500,000, an amount which exceeded 
our total assets. Therefore, in order to free part of our capital for other neces- 
sary purposes of the business, we obtained bank loans totaling as high as $1,500,- 
000, using the aging whisky as collateral. 
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Because of heavy production by distillers during the Korean war,:intrease 
in the production of illegal whisky encouraged by the boost in Federal excise tax 
to $10.50 a gallon in 951, and other factors beyond the industry’s control, the 
consumer market for whiskies began to decline sharply just about the time 
Mr. Glass and I expected to be opening up shop as a full-fledged distilling com- 
pany. It became imprudent to invest additional capital in the venture, since 
the industry by 1953 had developed a considerable amount of excess capacity. 

Instead we tried to sell in bulk the whisky that had been aging for approxi- 
mately 6 years. There were no takers at anything like the price we had paid 
for it. The entire industry price structure had deteriorated because the 8-year 
force-out law that has been on the statute books since 1894, requiring whisky 
to be withdrawn from bond and the tax paid on the eighth anniversary of pro- 
duction. While you might say “ignorance of the law is no excuse,” this legal 
axiom is hardly applicable. 

In the first place, we were not ignorant of the law. In fact we knew enough 
about it to know that never in the history of the distilling business—before or 
after prohibition—had the force-out law ever served to harass the industry. Nor 
did Congress intend that it should when the law was passed some 62 years ago. 
Congress at that time considered that an 8-year bonding limit amounted to 
unlimited bonding since whisky in that era was seldom aged more than 6 months 
or a year at the outside. 

In the second place, the country in 1948 was entering upon a period of unparal- 
leled prosperity and expansion and it was unthinkable that the distilling industry 
would not share in this development. We were simply doing what many other 
industries were doing; namely setting the stage for expansion of production 
facilities for whisky at a time when they surely would be needed. 

It was because of our inability to sell our aged whisky except at a substantial 
sacrifice that we pleaded with the House Ways and Means Committee last sum- 
mer to do away with the purely artificial force-out law by passing the Eberharter 
bill. 

I regret to say that the committee for one reason or another did not see fit 
to do this, and we—Mr. Glass and myself—have been ruined. Our entire lifetime 
savings have been wiped away. And of our future earnings, whatever they may 
be, in this or some other business, we shall have to set aside good-sized chunks 
to reimburse the banks which have shared in our losses on the whisky. Even 
though the loans were made on a conservative basis the banks have been unable 
to recover in forced sales enough money to equal the amount of the leans. 

For the record let me report the details of this transaction. 

We had an average final cost of $100 a barrel for the whisky warehoused in 
April and May 1948. Earlier this month, the warehouseman gave us notice 
that it would not take the risk of being called on for the tax and that it was pre- 
paring to take over the whisky. Having exhausted every possible recourse, we 
gave authority to the banks to sell the whisky at any price. This drastic step 
became necessary because our only alternatives would have been (a) to pay the 
Internal Revenue Bureau $7,500,000 in taxes during April and May if we still 
owned the whisky, or (0) destroy the whisky outright, thereby sustaining a 
100-percent loss. 

Fortunately, the banks were able to find a buyer at what in our weakened con- 
dition we considered a most munificent sum, namely $15 a barrel. 

The result of the tax law, therefore, has been that our small concern has suf- 
fered a loss of $85 a barrel on its whisky, the banks which loaned us money ou 
an assumed value of around a hundred dollars a barrel have lost money and the 
whisky has gone to one of the very large distillers—indeed, has gone at $15 a 
barrel to the very distiller who sold it to us 8 years ago. 

The ruin which has come to us will come to every small concern in the whisky 
business unless relief is given, and the entire industry will consist of less than 
half a dozen great corporations. For the sake of others who still may be saved, 
I urge this committee not to include the force-out provision in the new code 
bill. 

It is too late to save me or my business. I shall have to start over again from 
scratch. However, I have never been vindictive, and I hope that the Congress 
will see fit to rescind a foolish, purposeless law before other small distillers 
also are forced through the same liquidation route Mr. Glass and I have fol- 
lowed. I enter this plea in behalf of all the industry’s small-business men. Big 
distillers will somehow manage to weather this completely unnecessary storm, 
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but the little fellows haven’t the fat on their bones to survive for even 1 more 
year. 
Respectfully submitted. 


ALFoR Co., 
ADOLPH HIRSH. 


Mr. Foranp. Now, in fairness to others, is there anybody else who 
wants to make a 1-minute statement ? 


The Chair hears no response, and declares the hearings closed. 
(The following material was submitted for the record :) 


Wasuineron 5, D. C., March 21, 1956. 


Re section 5064, proposed revision of chapter 51, subtitle E, IRC 1954. 
Hon. AIME J. FoRAnp, 
Chairman, Subcommittee on Excise Tax 
Technical and Administrative Problems, Committee on 
Ways and Means, New House Office Building, Washington, D. C. 


DearR Mr. CHAIRMAN: The Alcohol and Tobacco Tax Division of the Internal 
Revenue Service proposed certain revisions in the Internal Revenue Code to the 
Subcommittee on Excise. Tax Technical and Administrative Problems at the 
hearings held in October 1955. Among those proposed revisions was a provision 
for permanent legislation which would provide for the refund of Federal excise 
taxes on alcoholic beverages lost or rendered unmarketable as a result of disasters 
in the nature of floods, hurricanes, etc. The text of their proposal would limit 
the right to claim a refund to a producer or wholesaler, and would specifically 
deny this right to the retailer. Mr. Avis and Mr. Ritter of the ATTD explained 
to the committee, however (transcript of hearings pp. 213-214), that the text of 
their proposal followed the text of earlier special disaster relief legislation, leav- 
ing to the committee the policy decision as to whether or not retailers should 
be included in this permanent legislation. 

The National Licensed Beverage Association, speaking for retailers selling food 
and beverages for consumption on the premises, presented a statement to the 
subcommittee listing the reasons why retailers should be granted the right te 
claim such refunds in the event of disaster loss (transcript 618-619). We believe 
the reasons listed there are substantial and deserve your attention, and while 
there is no point in repeating them here, we would like to call to your attention 
that since the hearing, substantial flood losses have been suffered by retailers 
in another area in which a State is the supplier and will not replace the lost 
inventory. The recent floods in Oregon have placed retailers there in the same 
position as those in Pennsylvania, mentioned in the statement cited above. 

In the testimony of Mr. Ritter of the ATTD (transcript 214), there is raised 
the question as to whether a refund should be allowed the retailer since he is 
not the taxpayer. Mr. Ritter goes on to say, however, that past special legisla- 
tion has granted a right of refund to the wholesaler even though he is not the 
taxpayer ; so there has been a departure from the policy of limiting the right to 
refunds to taxpayers. We agree that this fact is ample precedent upon which 
to grant the refund right to the retailer, but we would also note that upon occasion 
the retailer has been a taxpayer of the excise tax on alcoholic beverages. Each 
time there has been a change in the excise-tax rate, the retailer has paid the tax 
on his existing inventory under the provisions of the so-called floor stocks tax. 

We believe, therefore, that since the retailer has ben treated as a taxpayer in 
order to levy a tax upon his inventory, he can be treated as a taxpayer to give 
him the right to a claim for tax refund when his inventory is lost by disaster. 

It is respectfully requested that this letter be made a part of the record of 
the public hearings on the proposed revision of chapter 51, subtitle E, IRC 1954. 

Very truly yours, 
RALPH E. Curtiss, 
Washington Counsel, National Licensed Beverage Association. 
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NATIONAL RETAIL LIQUOR PACKAGE STORES ASSOCIATION, INC., 
Worcester, Mass., March 20, 1956. 
Hon. AIME J. FoRAND, 
Chairman, Subcommittee on Excise Tax Technical and 
Administrative Problems of the Committee on Ways and Means, 
House of Representatives, Washington, D.C. 


Dear Sir: Representing approximately 44,000 independent retail liquor pack- 
age-store dealers throughout the country, we take this opportunity of respectfully 
calling to your attention our desire to have enacted the changes in the alcohol 
beverage regulations submitted to your committee by the Alcohol and Tobacco 
Tax Division of the Treasury Department. 

I refer to the sections dealing with retailers, particularly those which propose 
for all practical purposes new definitions of the terms “retailer” and ‘“whole- 
saler.” The acceptance of these definitions would eliminate the antiquated regu- 
lations under which we have been operating since the advent of repeal and would 
tend to facilitate the conduct of business for retailers as well as making more 
effective supervision by the Treasury Department. 

May we also again call to your attention the views which our retailers hold 
with reference to legislation providing for a refund of Federal excise taxes on 
distilled spirits lost or rendered unsalable as a result of floods, hurricanes, etc. 
Our position was outlined in letters to you on October 18 and October 25, 1955. 
We are still naturally of the same opinion in the matter, and your consideration 
favoring it, as well as the definitions of “wholesaler” and “retailer” outlined 
above, will be most gratefully appreciated. 

We believe the benefits resulting from adoption of the changes suggested by 
the Treasury Department will accrue é¢qually to the industry and the Govern- 
ment. We commend very highly the contribution of the ATTD, under direction 
of Hon. Dwight E. Avis, toward that end. 

Very truly yours, 
BENJAMIN JOSEPHS, President. 


WASHINGTON, D. C., March 21, 1956. 
Hon. AIME J. FoORAND, 
Chairman, Subcommittee on Excise Tax Technical and Administrative 
Problems, New House Office Building: 


Understand your subcommittee at March 22 public hearing will consider in- 
dustry views regarding proposed revision Internal Revenue Code, including 
changes with respect to bonding period provisions. This matter vitally affects 
every member of distilled spirits industry, irrespective of individual inventory 
position. 

While there has been division within industry on method of implementation, 
there is general agreement that remedial legislation should be enacted to relieve 
critical situation. 

Proposal now before industry, which we understand will be presented at hear- 
ing, appears to offer basis for agreement on appropriate legislation which is so 
urgent now. This proposal contemplates unlimited bonding period, consolidation 
of whiskies in barrels within prescribed limitations, and payment of surtax on 
whiskies claiming age over 8 years. 

If industry agreement cannot be attained at hearing Thursday, we urge that 
your subcommittee cali meeting of Treasury officials and industry representatives 
to resolve this problem. We believe that such conference would bring about 
reconciliation of industry views. 

We submit that immediate enactment of remedial legislation is in best interest 
of government and vital to economic stability of industry. 


Tue AMERICAN DISTILLING Co. 


TERRE HAvTE, IND., March 22, 1956. 
Hon. AIME FORAND, 
Chairman, Subcommittee on Excise Tar 
Technical Administration Problems, 
New House Office Building, Washington, D. C. 

We wish to ask you for your serious consideration for the welfare of distilling 
corporations. We feel as a large taxpayer to the Government since repeal we 
have paid hundreds of thousands of dollars and today with the high taxes against 
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this industry and the limited bonded period in order to survive we must have 
release and I am sure that you can visualize what this means to us. If the 
independent distiller, such as we are, is to survive, then I am sure you and the 
Government will give us the assistance and support which is necessary at this 
time. Thanking you. 
MERCHANTS DISTILLING CORPORATION, 
W. C. DUNN. 





New York, N. Y., March 23, 1956. 
Hon. AIME Foranp, 


Chairman, Ways and Means Committee, 
House Office, Washington, D. C.: 


We have been importers since 1794 and as one of the leading importers of 
wines and spirits we respectfully call your attention to an inequity and discrim- 
ination in fact that appears in section 3001 (A) (1) of the Internal Revenue 
Code against imports because of the provision which imposes internal revenue 
taxes on distilled spirits on the wine gallon basis when below proof. This Dis- 
crimination can be removed by requiring taxes to be paid on the proof gallon 
basis only. Statements have been previously submitted to the Committee on 
Ways and Means that the importers have been the innocent victims of this 
inadvertent discrimination: That its existence is historic: 'That it was enacted 
in 1868 to correct a practice which resulted in defrauding the United States 
Government of revenue by domestic distillers who removed whisky from bond 
surreptitiously and substituted water therefor that imports at that time were 
not subject to internal revenue tax but only to duty and that it was never intended 
to apply to imports: That is was made applicable to imports only when imports 
were subjected to internal revenue taxes in 1917. And that at that time the matter 
of discrimination was unimportant due to the fact that prohibition was about to 
become effective. We are greatly disappointed that this inequity against im- 
ported distilled spirits has not been corrected and we earnestly urge you to 
review this inequity. 


SCHIEFFELIN & Co. 


NATIONAL ASSOCIATION OF ALCOHOLIC BEVERAGE IMPORTERS, INC., 
Washington, D. C., March 23, 1956. 
Hon. AIME FoRAND, 
Chairman, Subcommittee of the Committee on Ways and Means, House of 
Representatives, Washington, D. C. 

DEAR Mr. CHAIRMAN: The National Association of Alcoholic Beverage Im- 
porters, Inc., is a trade association whose members are responsible for importing 
into the United States about 85 percent of the distilled spirits so imported. Total 
importations of distilled spirits represent only a small percentage (approximately 
10 percent) of the total sales of distilled spirits in the United States. 

Our association strongly favors the proposed revision to the Internal Revenue 
Code which was submitted to your committee by the Treasury Department at 
hearings held on Wednesday, March 14, 1956, except that— 

(a) We can take no position on section 5006 (a) (2) and section 5173 (c) 
(1) (A) of the proposed revision to the Internal Revenue Code relating to the 
length of time that domestically produced distilled spirits may be kept in bonded 
warehouses, because said section concerns domestic producers only and the issue 
which has arisen thereon is not a matter involving the import industry. 

(b) We respectfully request that the Committee on Ways and Means favorably 
consider at a future date, after it has disposed of the present proposed revision 
of the code, the very earnest request which we have previously submitted that 
section 5001 (a) (1) of the Internal Revenue Code be amended to require pay- 
ment of internal revenue taxes on the proof gallon basis only and eliminate the 
provision for payment of such taxes on the wine gallon when below proof be- 


eause such latter provision operates as an inadvertent de facto discrimination 
against imported distilled spirits. 


Respectfully submitted. 


Harry L. Lourie, 
Ezecutive Vice President. 
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NATIONAL ASSOCIATION OF ALCOHOLIC BEVERAGE IMPORTERS, INC., 
Washington, D. 0., March 27, 1956. 
Hon. AIME FoRAND, 
Chairman, Subcommittee of the Committee on Ways and Means, House of 
Representatives, Washington, D. C. 


Dear Mr. CHAIRMAN: Our letter of March 23 relating to the proposed revision 
of the Internal Revenue Code which was submitted to your committee by the 
Treasury Department on March 14 was written subsequent to a meeting of our 
board of directors held on the afternoon of March 22. At the time of the meeting, 
we did not know that a proposal would be made to impose a supplementary tax 
on distilled spirits including imported labeled at over 8 years old. 

We reiterate our position in paragraph (a) of our letter that this association 
should not be concerned over the question of the extension of the bonding period 
for domestic distilled spirits since that is a matter which is of prime concern to 
the domestic distilling industry. 

As chairman of the subcommittee, you had announced that the committee was 
concerned with procedures and not concerned with tax rates. 

For that reason, we have not submitted our views with respect to the supple- 
mentary tax on distilled spirits which was one of the proposals made at the 
hearing held on March 22, 1956. 

If, however, your committee is considering the adoption of a supplementary 
tax as proposed on March 22, 1956, then we most respectfully request that a 
public hearing be held and all interested parties be given an opportunity to be 
heard. 

Although probably 95 percent of all imported distilled spirits would not be 
affected by the proposed supplementary tax on distilled spirits bearing age state- 
ments in excess of 8 years, there are a few small firms whose sole business life 
depends in major portion upon the sale of imported distilled spirits labeled in 
excess of 8 years. These are specialty products handled by specialty houses and 
a supplementary tax on distilled spirits in excess of 8 years would put such firms 
out of business. 

Respectfully submitted. 

Harry L. Lovurtr, 
Executive Vice President. 


LEAGUE OF DISTILLED Sprrits RECTIFIERS, INC.., 
Washington 6, D. C., March 26, 1956. 
Hon. AIME J. ForRAND, 
Chairman, Subcommittee on Eacise Tax Technical and Administrative 
Problems, Committee on Ways and Means, House of Representatives, 
Washington, D. C. 


DeAR Mr. Foranp: Pursuant to leave granted at the conclusion of the hear- 
ing held by your subcommittee on Wednesday, March 21, we desire to submit 
the following on behalf of our members: 

The League of Distilled Spirits Rectifiers, Inc., is a trade association of in- 
dependent rectifiers of distilled spirits located throughout the United States. 

For more than 8 years the league has been endeavoring to secure some relief 
for the rectifier from certain inequitable hardships which arise under existing 
law. The fact that such hardships exist was recognized by the Treasury De- 
partment in a letter addressed to the chairman of the Committee on Ways and 
Means under date of October 1, 1951, with respect to H. R. 4254, introduced by 
Congressman Keogh during the 1st session of the 82d Congress. In this letter 
the Acting Secretary of the Treasury outlined certain objections to H. R. 4254, 
but submitted a draft of a proposed bill which it was believed would furnish sub- 
stantial relief, and be acceptable to the Department. 

On January 31, 1952, Congressman Keogh introduced H. R. 6366, 82d Congress, 
2d session, which incorporated the measure suggested by the Treasury Depart- 
ment in its letter of October 1, 1951, above referred to. H. R. 6366 was reported 
out by the Ways and Means Committee, with amendments, on June 24, 1952, 
passed by the House on June 26, 1952, and reported out by the Senate Committee 
on Finance. The bill was not passed by the Senate prior to adjournment since 
objection was raised by some Senators on the grounds that no hearings had 
been held. 

By the time Congress reconvened the Alcohol and Tobacco Tax Division had 
started preliminary work on a complete revision of subtitle EB of chapter 52 


— eect 
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of the Interna! Revenue Code, and instead of renewing efforts for the passage 
of a separate measure, similar to H. R. 6366, this office cooperated with the 
Alcohol and Tobacco Tax Division in the preparation of the proposed revision 
now before your subcommittee. That revision does not contain all the provisions 
of H. R. 6366, nor does it dispose of all the inequities under which the rectifier 
operates at the present time. On the other hand, the revision does contain some 
features not in H. R. 6366 and, on the whole, it does much to relieve the hard- 
ships and inequities now existing. 

Under the above circumstances we view with grave concern the attempt to 
interject the controversial 8-year bonded dispute into the proposed revision at 
this time. The independent rectifiers have been operating under conditions of 
severe hardship ever since repeal. Not all of their problems are resolved by 
the proposed revision. But realizing that a full measure of relief could not be 
accomplished without raising controversial issues, and thus endangering the 
whole program, the rectifiers, in a spirit of cooperation with other industry 
members, have refrained from raising such issues at the present time. It is 
regrettable that a similar spirit of fair play is not shown by all industry 
members. 

In conclusion we urge that your subcommittee confine its inquiry to the pro- 
posed revision as submitted by the Treasury Department, and leave for separate 
consideration the 8-year bonded issue, and other controversial measures. 

Respectfully submitted. 

LEAGUE OF DISTILLED Spirits Rectirters, INc., 
By Brices G. Srupicu, Assistant General Counsel. 





WINE INSTITUTE, 
San Francisco 3, Calif., March 26, 1956. 
Hon. AIME J. Foranp, 
Chairman, Subcommittee on Excise Tax Technical and Administrative 
Problems, Committee on Ways and Means, House Office Building, Wash- 
ington, D. C. 


Dear Mr. Foranp: I understand that among the miscellaneous proposals that 
were made to your committee with regard to changes in the revenue laws re- 
lating to spirits, there is a renewal of earlier proposals that imported spirits 
pay excise tax on a wine gallon basis when taxpaid at less than 100° proof. 

On behalf of the California brandy industry (which produces practically 
all the grape brandy in the United States), we feel that we should record our 
objection with your committee to this proposal. 

Foreign brandies have been paying excise tax on this basis since 1917. It is 
the same basis upon which excise tax has been collected on American spirits 
since 1868. 

The proposal, if adopted, would result in a decrease in revenue collections 
of between 14 percent and 20 percent in the present revenues from foreign dis- 
tilled spirits (whether brandies or foreign whiskies). 

The arguments advanced in favor of a change from this historical system 
tend to oversimplify the practical situation. In this country, spirits may pay 
excise tax on two different bases—the choice of which is up to the individual 
operator. The same is true of foreign spirits. If an American operator desires 
to bottle spirits in bond, he pays tax, per bottle, on the basis of 100° proof. If 
he chooses not to bottle in bond, he taxpays the spirits in bulk at 100° proof 
and then, after taxpayment, reduces the product with water to any proof down 
to 80° (usually between 86° and 80°). 

The foreign operator also pays excise tax on a dual basis—purely by his own 
choice. If he chooses to bottle abroad, he pays excise tax on exactly the same 
basis as the bottle-in-bond operator in this country. If he wishes to import in bulk, 
and bottle after tax payment, then he can in turn reduce the proof with water 
to between 80° and 86°. 

Most foreign spirits are bottled abroad, and their shippers have voluntarily 
chosen for many years to pay tax on the same basis, per bottle, that bottle-in- 
bend protucers here choose to pay tax. It does not seem right to us to change 
this historic system so as to provide that all foreign spirits should pay excise 
on the lowest possible tax basis regardless of their operating methods and the 
historical price structure of many of the imports. For example, the reduction 
in excise tax here would mean that the retail price of all foreign brandies would 
drop approximately 50 cents a bottle, whereas American brandies would have to 
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remain at their present pricelevel. This is a very substantial reduction. It,woukt 
give foreign brandies a “bonus” in the market place which they not really need, 
and with considerable detriment to the federal revenues and to the market 
structure of the United States grape wine and brandy industry. 

We should appreciate this letter being filed for the record. The subject 
matter probably deserves much fuller discussion, but it has arisen at such a 
late date in this hearing that we feel the matter ought to be considered at a later 
and more appropriate time. 

Sincerely yours, 
Epwarp W. Wooron. 


P. S.—We understand that the National Association of Alcoholic Beverage 
Importers, Inc., in their letter to you of March 23, have indicated their willing- 
ness to put this matter over for the time being. We agree that this is a desirable 
procedure and will result in the committee being more fully informed on the 
merits—pro or con—at a later date. 


STATEMENT OF LOUIS FORMAN, PRESIDENT, LOUIS FORMAN & Co., SUBMITTED 
TO SUBCOMMITTEE ON Excise TAx TECHNICAL AND ADMINISTRATIVE PROBLEMS 


I have been successfully engaged in the whisky industry for 25 years—as an 
independent operator since 1935. Upon return from war service I went into the 
business of warehousing whisky in bond in western Pennsylvania—an area 
famous for its whiskies since the days of the Whisky Rebellion. At that 
time (1946) there were many small independent distillers and rectifiers in 
the area who were in need of the services I supplied. 

The last 10 years has seen those independents swallowed up or destroyed one 
by one. And now through what looks like a deal, and what I have reason to 
believe is a deal, between two of the largest firms in the industry, this warehous- 
ing business, which was so painstakingly built up, is now in danger of being 
wiped out. 

In early 1950 I aequired control of one of the finest and smallest distilleries in 
the United States. From 1950 to 1952 I made a special whisky for some of the 
independents in the industry and for my own account. Because of the disagree- 
ment between the giants of our industry over the proposed extension of the 
bonding period and because of the failure of Congress to act in this matter, I 
have been forced to relinquish this distillery and I am now left with a quantity of 
fine whisky for which there is now no market and which will undoubtedly suffer 
the fate of other whiskies which have been, and now are being, forced out of 
bond. 

Furthermore, gentlemen, let me say this: even the chance to market this whisky 
in bottles under my own label is denied to me in the open States where distribution 
and sales are effected by means of wholesalers and retailers, for in these markets 
no major wholesaler is permitted by his supplier to take on any lines without 
express permission—which is not given. And in monopoly States the cost of 
introducing and marketing a brand is beyond the means of small producers like 
myself because of the fantastic sums spent by the major distillers on advertising, 
promotion, and manpower, deals of all kinds and all sorts of subsidies both on 
and off the record. 

Gentlemen, let me point out that no matter what your decision concerning the 
extension may be, the giants of our industry will survive. It is we little fellows 
eaught in the middle of the battle, over which we have no control, who will be 
wiped out. And the final effect of no relief with regard to the bonding period will 
be that the entire whisky industry will be under the domination of 3 or 4 dis- 
tillers, at least some of which are foreign-controlled corporations. 

At the hearing before the Subcommittee on Excise Tax, Technical and Admin- 
istrative Problems of the Committee on Ways and Means, held Thursday, March 
22, 1956, you heard Mr. Adolph Hirsch, of Philadelphia, testify how he and his 
partner have seen the fruits of their life’s work destroyed in the few short years 
that the liquor industry has been torn by argument over the extension of the 
bonding period. Another year or so of this situation will, in all human likelihood, 
see the destruction of the rest of us. 

To sum up, gentlemen, my thought in one sentence is this: unless you grant 
we little fellows some measure of relief by extending the bonding period so that 
we may dispose of our whiskies in an orderly fashion, we will all go under. 

For these reasons I urge that you afford some relief from the threat of force- 
out in your revision of the Internal Revenue Code now under your consideration. 








Re oR NITIES 
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STATEMENT By JOSEPH KoLODNY, MANAGING DIRECTOR, NATIONAL ASSOCIATION 
oF Tospacco DISTRIBUTORS 


In behalf of the National Association of Tobacco Distributors, I wish to thank 
this honorable body for affording us this opportunity to submit a statement in 
behalf of our members on the proposed revisions of chapter 52 of the Internal 
Revenue Code relating to Federal excise taxes on tobacco. 

The recent flood disasters on both the east and west coasts of the United States 
have pointed up a serious defect in the present revenue laws which the proposed 
legislation commendably seeks to remedy. I refer specifically to present section 
5705 of chapter 52 of the Internal Revenue Code. Under the current Internal 
Revenue Service interpretations of this section of the code, refunds of taxes paid 
with respect to lost or destroyed merchandise are allowable only to the manu- 
facturer paying the tax upon the merchandise in question. Despite the fact that 
the Court of Claims has indicated that such refund may be granted under 
present law to the manufacturer, even though the manufacturer no longer has 
ownership, possession, or control of the merchandise (see in this regard Stephano 
Bras. v. U. 8. (89 Fed. Supp 693) ; Philip Morris & Co., Ltd. v. U. 8. (100 Fed. 
Supp. 820) ; Philip Morris & Co. Ltd. v. U. S. (120 Fed. Supp. 765), the Internal 
Revenue Service nevertheless takes the position that no refund may be allowed 
for damaged or destroyed merchandise once it passes from ownership or posses- 
sion of the manufacturer. 

This interpretation, which, by now, has achieved the status of quasi law, by 
virtue of administrative adjudication and enforcement, has resulted in severe 
and ofttimes disastrous hardship to wholesalers and retailers whose stock of 
cigarette merchandise has been destroyed or irreparably damaged by fire, flood, 
or other disaster. 

The inequity of the above situation is readily apparent. Our National Legis- 
lature has already conceded that it is unfair to require a cigarette excise tax 
to be paid on merchandise which is subsequently destroyed and not consumed in 
regular course. This concession is obvious in the very fact that the law now 
provides for a refund of such tax where the merchandise is still under the 
control of the manufacturer. But for some arbitrary reason, refunds are now 
allowed once the merchandise has been sold by the manufacturer to the whole- 
saler. No apparent reason can be ascertained for this discriminatory treatment. 
The loss is as great to the little wholesaler as it is to the large-scale manufac- 
turer, indeed it is greater since the wholesaler has not the capital resources 
adequately to protect himself against sudden onslaughts of disaster. 

Nevertheless, the law, as it now stands and is interpreted, offers no protection 
to those who need protection most. This committee is well aware of the fact that 
almost half the cost of cigarettes which the wholesaler purchases of the manu- 
facturer goes to pay the Federal excise tax on such products. When the mer- 
chandise has been destroyed after it has left the possession and ownership of the 
manufacturer, neither the manufacturer nor the wholesaler may claim a refund 
of the taxes in question. Because of this, cigarette and tobacco manufacturers 
have in many cases refused to credit the wholesaler for that portion of the value 
of the lost merchandise represented by the amount of Federal tax thereon. In 
effect, this means that the small wholesale merchant must bear the entire loss 
with respect to such destroyed merchandise without any hope or claim for relief. 

The proposed revision of chapter 52 of the Internal Revenue Code offers some 
hope that this inequity will be corrected. Section 5708 of the proposed bill 
recognizes the stake of the small merchant in the tobacco excise tax paid by his 
supplier and permits such small merchant to make application for refund of the 
excise tax stamps placed on such destroyed merchandise.’ We note, however, 
that this revised refund provision does not specifically apply retroactively to the 
disastrous floods suffered last year. The files of our association are replete with 
innumerable heart-rending accounts of economic disaster and financial loss as a 
result of the floods in the latter part of 1955. 

While, undoubtedly, the language of section 5708 (a) is intended to be given 
retroactive effect, much help would be afforded if the thought implicit in this 
language were made express and applicable to disaster losses suffered in any 
disaster area of the United States, from and after the commencement of the eal- 
endar year 1955. 

Our association also notes with some concern the rather restrictive language 
of subdivision (d) of section 5708 of the proposed bill which might be construed 
to mean that no refund is permitted in the case of merchandise condemned by 
State health authorities unless the merchandise is physically destroyed under 
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the supervision of the Secretary of the Treasury or his delegate. Construed nar- 
rowly, it would seriously inhibit the likelihood of recovery of a refund in a vast 
number of cases. The normal procedure by most State health authorities is to 
require the immediate destruction of merchandise without awaiting approval of 
Federal tax authorities. The honest merchant who unwittingly complies with 
the requirements of his State health officials may be penalized for such compli- 
ance by loss of his tax refund. The possibility of such an injustice could easily 
be mitigated by changing the language of the last proviso of section 5708 (d) to 
read: “Unless such tobacco products and cigarette papers and tubes were pre- 
viously destroyed under such supervision as a duly authorized health official 
may prescribe.” 

On the whole, however, we are heartily in favor of the proposed changes in 
chapter 52 of the Internal Revenue Code. It represents a healthy and whole- 
some development in our tax law. In behalf of our members, we have hereto- 
fore called the attention of certain Members of Congress to the presently existing 
defects in chapter 52. The response has been indeed gratifying. We note with 
approval that numerous bills have been introduced seeking to mitigate the ecco: 
nomic effects of losses due to natural disaster. Prominent among such bills, 
and highly to be commended, are those introduced by Senators Lehman and 
Kennedy and Congressmen Philbin and Sadlak. The present proposed revision 
of chapter 52 of the Internal Revenue Code takes its place in the ranks of such 
forward-looking legislation in its meritorious effort to remedy present inade- 
quacies in our tax law. With the minor changes here proposed, our association 
wholeheartedly endorses its aims and purposes and strongly recommends its 
enactment. 





MANUFACTURING CHEMISTS’ ASSOCIATION, INC., 
Washington 6, D. C., March 26, 1956. 
Hon. AIME J. FORAND, 
Chairman, Subcommittee on Hacise Taz, Technical, and Administrative 
Problems, Committee on Ways and Means, 
House of Representatives, Washingion, D.C. 


DEAR Mr. CHAIRMAN: On behalf of the industrial alcohol technical committee 
of the Manufacturing Chemists’ Association, I respectfully request that the in- 
tent of Congress as to the authority conferred upon the Secretary of the Treasury 
or his delegate for enforcing the administrative provisions of the Internal Reve- 
nue Code relating to industrial alcohol be clarified in the recodification of chapter 
51 of the code. 

The industry committee making this request, an ad hoc committee of the 
Manufacturing Chemists’ Association, Inc., includes representatives from the 
principal producers of industrial alcohol. The Manufacturing Chemists’ Asso- 
ciation is a national trade association with 143 member companies representing 
more than 90 percent of the chemical productive capacity of the United States. 
We have worked closely with the Alcohol and Tobacco Tax Division of the 
Internal Revenue Service during the past year on drafting the recodification 
of the administrative provisions of the Internal Revenue Code as they relate 
to Federal excise taxes on alcohol. The Alcohol and Tobacco Tax Division has 
been most cooperative in this endeavor, and has given us adequate opportunity 
to present our views with respect to the provisions of interest to our industry. 
The Internal Revenue Service has done a commendable job of modernizing the 
alcohol revenue law to provide, in the words of Mr. Dwight E. Avis, Director of 
the Alcohol and Tobacco Tax Division of the Internal Revenue Service, “a more 
efficient system of regulatory control and to permit industry to take advantage 
of technological developments.” 

We urge that this proposed recodification be promptly enacted by the Congress, 
and in that connection we have only one matter to call to the attention of the 
subcommittee. 

In his testimony before your subcommittee last October, Mr. Avis pointed out 
that “under the internal-revenue laws the Service has complete control of tobacco, 
liquors for beverage purposes, and industrial alcohol, from the point of produc- 
tion to the point of distribution. This control is maintained through a rigid 
system of permits, inspection, investigation, and direct supervision” (hearings, 
p. 173). 

In the past two decades ethyl alcohol has become a major industrial chemical 
and is produced for the most part synthetically from petroleum or natural gas. 
A small quantity is produced from grain and other agricultural products. As a 
growing industry which needs freedom to adopt new processes to lower costs and 
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improve production techniques, industrial alcohol producers and users should be 
free from Government regulation not required to protect the public interest. The 
importance of freeing producers and legitimate users of industrial alcohol from 
many of the highly restrictive controls heretofore maintained by the Goverment 
has been recognized. On March 14, 1956, Mr. Avis stated to this subcommittee 
that this proposed recodification “would provide for an integrated and uniformly 
applicable body of law by means of which Government control and supervision 
of the distilled spirits industry can be currently improved and adjusted to meet 
modern business conditions, and industry would be administratively granted 
such freedoms from operational restrictions as are consistent with its willingness 
to assume responsibility for proper conduct of its activities and as are consistent 
with adequate protection to the revenue.” 

We realize that some Government controls on the production and use of indus- 
trial alcohol must be maintained, since the possibility exists that ethyl alcohol 
produced for industrial use, even when derived from petroleum and natural gas, 
could be diverted to unauthorized use. However, we believe that, in the re- 
codification of the administrative provisions of the code relating to alcohol tax, 
a clear-cut statement of congressional intent should be included. 

It is our understanding that the enforcement powers with respect to industrial 
alcohol are provided in the Internal Revenue Code primarily for the purpose of 
protecting the Federal revenue. In implementing that purpose and to provide 
enforcement aids, certain acts and practices are circumscribed by law and cer- 
tain powers are granted to the Secretary of the Treasury or his delegate. It is 
also our understanding that, in reenacting chapter 51 of the code, Congress does 
not intend to grant power to the Secretary of the Treasury or his delegate for 
other purposes. Accordingly, we urge that Congress spell out its purpose by a 
provision in the law, and we submit the following proposal. 

Add to the proposed recodification of chapter 51 of the Internal Revenue Code 
a new section as follows: 

“Sec. 5563. In order that the use of distilled spirits as a chemical raw material 
and for all other lawful industrial purposes may be fully developed in the regular 
course of trade and commerce, Congress hereby declares that, with respect to the 
production, storage, denaturation, distribution, sale, export, and use of distilled 
spirits for industrial purposes, and the facilities used in connection therewith, all 
of the powers and duties of the Secretary or his delegate as set forth in this 
chapter are for the purpose of protecting the revenue, and such powers and duties 
shall be so exercised that Government restriction of such industrial and com- 
mercial activities and facilities shall be the minimum consistent with the pro- 
tection of the revenue.” 

We recently submitted this proposed language to the Alcohol Tax Survey Com- 
mittee of the Internal Revenue Service. They informed us that while they do 
not object to an expression of congressional intent of this general nature, they 
do not approve the inclusion of this language in the new law. They are appre- 
hensive that if made a provision in the statute the language might be raised in 
some legal proceeding so as to interfere with their enforcement efforts. While 
we respect the views of the Alcohol and Tobacco Tax Division and share their 
justifiable concern that their enforcement powers should not be unduly circum- 
seribed, we believe that the enunciation in the code of this principle would not 
jeopardize the enforcement of the law by the Internal Revenue Service and, 
accordingly, we respectfully submit the proposition for the subcommittee’s con- 
sideration. If the subcommittee concurs in our belief that in recodifying the 
alcohol tax law it is the intent of Congress that the powers granted to the Sec- 
retary of the Treasury or his delegate which can restrict industry in the produc- 
tion, distribution, and use of industrial alcohol are primarily for puposes of pro- 
tecting the revenue, we hope the law will be amended as we have proposed. 

If the subcommittee determines that inclusion of such a provision in the text 
of the law will interfere with the enforcement efforts of the Secretary of the 
Treasury or his delegate, then we respectfully urge that a statement such as we 
are proposing be included in the committee’s report on the recodification bill so 
as to clearly document the congressional intent. 

Respectfully submitted. 

M. M. Rosson, 
Chairman, Industrial Alcohol Technical Committee, 
Manufacturing Chemists’ Association, Inc. 


(Whereupon, at 3:30 p. m., the subcommittee adjourned, to recon- 
vene at the call of the chairman. ) 
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